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Editorial 


Aspects  Number  15  presents  the  view¬ 
points  of  three  people  outside  the  Assess¬ 
ment  Division  about  assessment  and  its 
effect  on  their  work. 

Stephen  Bartlett,  Vice-President  of 
Gibson  Willoughby  Ltd.,  presents  his  opin¬ 
ions  as  a  real  estate  executive  on  a  wide 
range  of  topics,  from  market  value  assess¬ 
ment  to  the  effects  of  The  Land  Speculation 
Tax  on  the  property  market,  in  an  Aspects 
interview. 

Rudy  Stocking,  of  the  Ministry  of  Hous¬ 
ing,  discusses  the  potential  uses  of  the  Valua¬ 
tion  File  in  providing  data  and  thereby  in 
helping  his  Ministry. 

C.  M.  Beckstead,  Treasurer  of  the  Town¬ 
ship  of  Nepean,  represents  a  municipal  view¬ 
point  on  the  reassessment  program.  A  reply 
to  Mr.  Beckstead's  article  points  out  that  the 
provisions  of  Bill  87,  An  Act  to  amend  The 
Assessment  Act,  will  facilitate  the  use  of 
assessment  information  by  municipalities. 

Both  Bill  87  and  The  Land  Speculation 
Tax  Act  are  summarized  for  the  information 
of  Aspects  readers. 

As  well,  this  issue  contains  an 
illuminating  account  of  the  practical  prob¬ 
lems  involved  in  assessing  cottage  properties, 
and  a  reprint  of  an  article  by  William 
Shenkel  from  The  Rea!  Estate  Appraiser  on 
the  valuation  of  income  properties. 

This  issue  marks  the  departure  of  Joan 
Lazier  after  three  years  as  Associate  Editor. 
We  sincerely  thank  her  for  her  efforts  which 
have  been  so  important  in  making  Aspects  a 
success.  Barbara  Pleva  will  be  acting  as 
Associate  Editor  in  the  future. 
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LAM)  SPECULATION 


TAX  ACT 


The  Land  Speculation  Tax  Act  received  Royal  Assent  on 
June  3,  1974.* 

Although  the  administration  of  this  Act  is  not  the  direct 
responsibility  of  the  Assessment  Division,  the  information 
the  Division  has  will  be  indispensible  for  the  performance 
of  this  function.  The  Assessment  Division  is  definitely  going 
to  be  involved  in  this  new  tax,  but  there  remain  to  be 
answered  many  questions  about  the  extent  of  this  involve¬ 
ment. 

The  first  part  of  this  article  describes  what  we  now  know 
of  our  role,  and  asks  a  few  of  the  questions  which  suggest 
themselves.  The  summary  of  The  Land  Speculation  Tax  Act 
which  follows  indicates  the  many  and  various  circumstances 
in  which  a  valuation  of  real  property  is  necessary  for  its 
administration. 

Administration  of  the  Act 

The  passage  of  The  Land  Speculation  Tax  Act  resulted 
in  the  creation  of  a  tax  that  was  new  not  only  to  Ontario 
but  to  Canada.  Furthermore,  since  it  came  into  effect  retro¬ 
actively,  the  administration  of  the  Act  had  to  begin  im¬ 
mediately,  with  very  little  time  to  consider  alternative 
methods. 

Initially,  the  Succession  Duty  Branch  of  the  Ministry  of 
Revenue  was  assigned  to  administer  this  Act.  Because  of 


1  We  understand  that  changes  to  the  Speculation  Tax  Act  and  its 
administration  are  currently  being  made.  The  preparation  of  this 
article  preceded  the  revision  of  the  tax's  administration. 


KATHY  SMITH 
Assessment  Standards  Branch 


uncertainty  in  the  legal  profession  about  how  the  tax  would 
be  applied  in  the  future,  the  Succession  Duty  Branch  was 
swamped  with  applications  for  lien  clearance  (statements 
from  the  Branch  that  it  would  not  claim  the  special  lien  on 
the  land  to  which  it  has  recourse  if  the  Speculation  Tax  is 
not  paid).  Therefore,  law  students  were  hired  to  process  the 
applications  during  the  summer  months,  while  a  committee 
was  formed  to  deal  with  the  future  organization  and 
administration  of  the  tax.  This  committee,  under  the  direc¬ 
tion  of  C.  H.  Townsend,  is  composed  of  senior  officers  of 
other  tax  branches,  who  are  familiar  with  taxation  admini¬ 
stration.  It  is  divided  into  three  groups:  a  planning  group, 
responsible  for  accommodation,  staffing,  procedures  and 
organization;  an  operations  group;  and  a  legislative  group, 
which  is  responsible,  among  other  things,  for  issuing  the 
Regulations. 

The  planning  group  expected  to  finish  its  work  in  mid- 
July.  The  organization  currently  expected  to  be  created 
consists  of  several  sections,  linked  by  a  processing/screening 
group.  This  group  will  assign  incoming  material  to  one  of 
the  operating  sections. 

PROCESSING/SCREENING 

APPEALS 

ASSESSORS 

AUDITORS 

CASH  OFFICE 

COLLECTION 

ACCOUNTS 

COMMUNICATIONS 
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The  auditors,  appeals  section  and  screeners  will  probably 
be  linked  with  the  administration  of  the  Land  Transfer  Tax. 

When  a  property  is  sold,  an  affadavit  filed  at  the 
Registry  Office  will  be  all  that  is  required  when  the  trans¬ 
action  is  exempt  from  tax  (Form  1 ).  If  the  sale  is  taxable  or 
a  lien  clearance  certificate  is  required,  an  application  will  be 
filed  (Form  2).  This  application  will  go  to  the  "assessors", 
who  will  be  responsible  for  determining  whether  or  not  tax 
is  payable,  and  whether  or  not  the  adjusted  value  and 
selling  price  entered  by  the  seller  on  the  application  form 
are  correct.  If  the  "assessors"  do  not  agree  with  the  figures, 
they  can  assess  appropriate  values.  If  the  seller  of  the  prop¬ 
erty  does  not  agree,  he  may  appeal.  Appeals  will  cause  the 
assessment  to  be  investigated  and,  if  necessary,  revised, 
while  disputes  which  cannot  be  resolved  will  be  taken  to 
court. 


The  regional  office  assessor's  role 

The  Assessment  Division  will  be  involved  in  the  adminis¬ 
tration  of  The  Land  Speculation  Tax  Act.  This  involvement 
is  only  logical,  as  it  is  the  assessor  who  should  best  be  able 
to  assign  fair  market  values  to  properties  in  the  province. 
And,  as  you  can  see  by  looking  through  the  summary  of  the 
legislation  which  follows,  there  are  many  kinds  of  trans¬ 
actions  which  will  necessitate  an  assessment  of  a  fair  market 
value. 

All  regional  assessment  offices  have  been  asked  to  sub¬ 
mit  a  name  or  names  of  assessors  who  will  function  as  the 
office's  "contact"  for  the  Speculation  Tax  "assessors". 
When  a  value  is  required,  the  Speculation  Tax  assessor  will 
phone  the  contact,  who  will  be  responsible  for  determining 
the  value  and  transmitting  it  to  the  Speculation  Tax  people. 
He  will  probably  consult  the  appraisal  card  along  with  any 
sales  analysis  the  office  has  done  in  order  to  derive  a  value, 
but  it  is  not  expected  that  he  visit  or  reassess  the  property. 
When  an  appeal  is  taken  to  court,  the  regional  office  asses¬ 
sor  will  naturally  be  the  person  who  is  most  qualified  to 
defend  his  own  assessment. 

What  kinds  of  questions  can  the  "contacts"  expect  to  be 
asked? 

The  major  problem  will  be,  of  course,  to  determine  fair 
market  values  of  properties  as  of  April  9,  1974.  At  present, 
the  administrators  of  the  Speculation  Tax  are  assuming  that 
April  9  value  and  selling  price  are  fairly  close,  and  are  not 
questioning  many  sellers'  estimates.  As  time  passes,  how¬ 
ever,  the  difference  between  April  9  value  and  selling  price 
will  probably  increase,  making  it  more  important  to  get  a 
reliable  estimate  of  April  9  value  upon  which  to  assess  the 
tax.  This  situation  will  continue  for  some  time  but,  grad¬ 
ually,  buying  prices  will  begin  to  replace  April  9  values  as 
bases  for  the  adjusted  prices,  and  the  number  of  April  9 
valuations  required  will  begin  to  decline.  Fair  market  value 
estimates  will,  of  course,  continue  to  be  required  for  gifts 
and  non-arm's  length  sales. 

The  Assessment  Division  is  not  expected  to  discover 
deemed  dispositions  of  land  owned  by  corporations,  nor  to 
decide  whether  or  not  50%  of  a  corporation's  assets  consist 
of  land.  The  Corporation  Tax  Branch's  information  will  be 
used  for  these  purposes.  However,  the  Division  will  be 
called  upon  to  value  land  owned  by  corporations,  trusts, 
etc.  for  the  purposes  of  The  Land  Speculation  Tax  Act. 

One  very  important  aspect  of  the  valuations  which  must 
be  done  by  the  Assessment  Division  is  that,  in  many  cases, 
land  value  and  building  value  must  be  separated.  This 
applies  particularly  to  commercial  and  investment  prop¬ 


erties,  in  which  buildings  must  account  for  at  least  40%  of 
the  selling  price.  As  well,  farm  values  will  probably  have  to 
be  split  between  residence,  farm  land  and  outbuildings. 
Similarly,  the  value  of  new  buildings  and  renovations  will 
have  to  be  able  to  be  retrieved  separately.  These  values  are 
necessary  to  determine  adjusted  prices,  as  well  as  to  deter¬ 
mine  whether  or  not  the  transferor  has  performed  enough 
renovations  to  qualify  for  exemption  under  exemption  7, 
below.  The  record  of  renovations  and  new  construction  will 
become  more  important  as  time  goes  on,  since  adjusted 
price  can  only  take  into  account  improvements  made  since 
April  9,  1974.  Therefore,  it  will  become  imperative  that 
records  of  supplementary  assessments  be  retained  separa¬ 
tely,  so  that  the  cost  of  improvements  made  by  each  owner 
may  be  computed. 

Another  area  in  which  assessment  data  may  prove  to  be 
useful  is  in  determining  values  of  leases,  net  maintenance 
costs,  etc.  for  income  properties.  Information  collected  in 
the  income  blitz,  if  it  is  kept  accurate  and  up-to-date, 
should  be  able  to  be  used  as  a  check  on  the  costs  claimed 
by  an  owner  when  he  sells  the  property.  Similarly,  since 
information  about  leases  will  be  coming  in  both  from  the 
income  blitz  and,  for  long-term  leases,  through  the  Specula¬ 
tion  Tax  administration,  these  two  sources  should  work  to 
supplement  and  correct  each  other.  In  this  area,  the  Assess¬ 
ment  Division  will  probably  benefit  in  the  long  run  from 
the  new  avenue  of  information-gathering. 


Possibilities  of  the  Valuation  File 

The  Valuation  File  has  the  potential  of  being  a  source  of 
great  aid  to  the  regional  office  "contacts"  in  deriving  their 
value  estimates. 

No  decisions  about  the  role  of  the  Valuation  File  in  the 
performance  of  this  function  have,  of  course,  been  made, 
but  several  possibilities  present  themselves. 

Since  a  great  number  of  enquiries  will  be  for  the  April  9 
value  of  properties,  it  seems  desirable  that  these  values  be 
able  to  be  found  on  a  mass  basis.  Once  all  properties  and 
values  currently  found  on  the  appraisal  cards  are  entered  on 
the  File,  an  attempt  could  be  made  to  uniformly  update 
these  values  to  April  9,  1974.  This  would  have  three  bene¬ 
fits;  it  would  save  the  "contacts"  the  time  and  trouble 
involved  in  determining  an  individual  value  for  each 
property;  it  would  ensure  more  equity  among  properties; 
and  it  would  therefore  be  more  easily  defensible  in  court. 
The  mass  update  to  April  9,  1974  would  probably  be  based 
upon  sales  analysis,  whether  manual  or  computer-assisted. 

Once  these  April  9  values  have  been  determined  a  record 
of  them  must  be  kept  at  least  until  the  first  sale  takes  place. 
As  well,  a  record  of  the  physical  characteristics  of  each 
property  as  it  was  on  that  date  should  be  kept.  This  is 
because,  of  course,  the  value  of  improvements  made  aftef 
April  9  must  be  recorded  separately  from  this  base  property 
value.  Similarly,  a  record  of  the  state  of  every  property  at 
each  date  of  sale  should  be  kept,  not  only  for  the  purposes 
of  the  Speculation  Tax,  but  also  for  any  sales  analysis  that 
might  be  done.  Another  requirement  is  that  the  nature, 
value  and  date  of  any  improvement  be  recorded. 

If  these  requirements  could  be  fulfilled,  the  Valuation 
File  could  be  an  important  resource  in  the  administration 
of  the  Speculation  Tax.  On  the  other  hand,  designing  and 
operating  the  File  to  serve  these  purposes  would  require  the 
expenditure  of  a  great  deal  of  Assessment  Division  re¬ 
sources.  This  is  one  of  the  areas  which  raises  many  impor¬ 
tant  questions  for  the  Assessment  Division's  policy  makers. 
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questions  of  how  great  they  want  the  Division's  involve¬ 
ment  with  the  Speculation  Tax  to  be. 

The  Federal  vs.  The  Provincial  Government 

The  well-publicized  difference  of  opinion  between  the 
federal  and  provincial  governments  on  the  impact  of  the 
Speculation  Tax  has  been  the  cause  of  much  public  uncer¬ 
tainty  about  its  validity  and  permanence. 

The  basis  of  the  problem  is  the  interpretation  of  the 
place  of  the  tax  in  business  operations.  Is  the  Speculation 
Tax  an  expense  incurred  in  making  a  profit  from  the  land, 
or  is  it  a  tax  on  the  income  gained  when  the  land  is  sold? 
The  Department  of  National  Revenue  has  indicated  that  it 
is  the  latter;  the  Ontario  government  holds  that  it  is  the 
former.  The  difference  the  interpretation  makes  is  vital. 

If  the  Speculation  Tax  can  be  deemed  to  be  a  business 
expense,  the  amount  paid  can  be  deducted  from  the  profit 
made  on  the  sale  of  property  for  the  purposes  of  income 
taxes.  If  it  cannot  be  written  off  in  this  way,  income  taxes 
will,  naturally,  be  paid  on  the  whole  amount.  The  maxi¬ 
mum  amount  of  tax  payable  would  go  from  87  per  cent  for 
public  corporations  (81  per  cent  for  individuals)  to  1 10  per 
cent.  Obviously,  the  effect  of  such  a  tax  rate  would  be  to 
completely  dry  up  the  supply  of  land  on  the  market,  which 
is  vastly  different  from  the  result  planned  for  the  introduc¬ 
tion  of  the  tax. 

At  the  moment,  it  seems  that  one  of  four  things  might 
happen.  The  Department  of  National  Revenue  could  review 
its  indicated  decision.  The  Federal  Income  Tax  Act  could 
be  amended  to  make  the  tax  deductible.  This  course  of 
action  is  unlikely,  as  it  is  felt  that  it  would  open  the  door 
for  a  deluge  of  Provincial  taxes,  resulting  in  a  reduction  of 
the  Federal  tax  base.  The  Provincial  government  could 
amend  the  Speculation  Tax  Act's  rates  to  bring  the  cumula¬ 
tive  taxes  paid  back  to  the  rates  originally  envisioned.  Or,  as 
has  been  proposed  by  Treasurer  John  White,  Ontario  could 
take  the  Federal  Government  to  court  to  force  it  to  rule  the 
Speculation  Tax  deductible.  As  of  this  date,  there  is  no 
indication  of  what  will  occur,  and  the  Speculation  Tax,  at 
the  50  per  cent  rate,  continues  to  be  collected. 

The  Act  and  its  provisions 

This  is  a  schematic  outline  of  The  Land  Speculation  Tax 
Act,  meant  to  provide  a  general  understanding  of  its  provi¬ 
sions.  The  Regulation  which  has  been  published  is  also  in¬ 
cluded.  For  a  more  detailed  understanding,  the  reader  is 
referred  to  the  legislation. 

Speculation  Tax  is  50%  of  the  taxable  value,  which  is  the 
difference  between  adjusted  value  and  proceeds  of  dis¬ 
position,  on  the  disposition  of  designated  land  and  is 
payable  by  the  transferor,  subject  to  certain  exemptions 
and  exceptions. 

Following  is  an  explanation  of  each  underlined  term. 

ADJUSTED  VALUE 

Adjusted  value  means: 

(a)  when  the  property  was  acquired  by  the 
transferor  after  April  9,  1974 

COST  TO  TRANSFEROR  OF  ITS 
ACQUISITION 

or 


THE  FAIR  MARKET  VALUE  OF 
THE  LAND  AT  THE  DEATH  OF 
THE  PERSON  FROM  WHOM  IT 
WAS  ACQUIRED  THROUGH  A 
WILL  OR  INTESTACY 

or 

THE  FAIR  MARKET  VALUE  OF 
THE  LAND  AT  ACQUISITION  IF: 

1.  THE  TRANSFEROR  DID  NOT 
ACQUIRE  IT  IN  AN  ARM'S 
LENGTH  TRANSACTION 

or 

2.  THE  TRANSFEROR  IS  A  COR¬ 
PORATION  AND  ACQUIRED 
THE  LAND  IN  RETURN  FOR 
AN  ALLOTMENT  OF  SHARES 


or 

3.  THE  TRANSFEROR  IS  AN 
ORGANIZATION,  PARTNER¬ 
SHIP,  ETC.  OR  A  CORPORA¬ 
TION  WITHOUT  SHARE 
CAPITAL  AND  ACQUIRED 
THE  LAND  IN  RETURN  FOR 
MEMBERSHIP 

or 

4.  THE  TRANSFEROR  RE¬ 
CEIVED  THE  LAND  AS  A 
GIFT 

or 

THE  VALUE  OF  FARMLAND  ON 
ITS  FIRST  EXEMPT  TRANSFER 
AFTER  APRIL  9,  1974  FROM  ONE 
FAMILY  MEMBER  TO  ANOTHER 
(See  below  for  further  explanation). 

when  the  property  was  acquired  by  the 
transferor  on  or  before  April  9,  1974 

THE  FAIR  MARKET  VALUE  OF 
THE  LAND  ON  APRIL  9,  1974. 

PLUS 

(b)  THE  COST  OF  IMPROVEMENTS  MADE 
BY  THE  TRANSFEROR  TO  THE  LAND 
AFTER  APRIL  9,  1974. 

PLUS 

(c)  for  each  12  month  period  beginning  on  or 
after  April  9,  1974  (apportioned  for  part 
years),  the  lesser  of 

(i)  10  PER  CENT  OF  THE 
AMOUNT  (a) 

or 

(ii)  THE  NET  MAINTENANCE 
COSTS  INCURRED  BY  THE 
TRANSFEROR  WITH  RES¬ 
PECT  TO  THE  LAND  AFTER 
APRIL  9,  1974 

NOTE:  Net  maintenance  costs  mean  all 
costs  including  interest  payments  and 
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property  taxes.  They  do  not  include 
costs  involved  in  disposing  of  the 
land.  From  these  costs  must  be  de¬ 
ducted  any  income  earned  by  the 
owner  from  the  land,  including  his 
own  income  made  by  his  own  use  of 
the  land.  This  last  provision  does  not 
apply  to  income  earned  by  farming 
land  by  the  owner  whose  chief 
source  of  income  is  farming. 

PLUS 

THE  COSTS  INCURRED  BY  THE 
TRANSFEROR  IN  DISPOSING  OF 
THE  LAND,  IF  IT  WAS  ACQUIRED 
AFTER  APRIL  9,  1974 

or 

THE  PROPORTION  OF  THE  COST 
OF  DISPOSING  OF  THE  LAND 
THAT  IS  TO  THE  WHOLE  COST  IN 
THE  RATIO  THAT  THE  VALUE  (a) 
IS  TO  THE  VALUE  (e)  (below) 

PLUS 

(d)  when  farmland  is  being  sold  in  a  non¬ 
exempt  sale. 

10%  OF  THE  VALUE  (a)  COM¬ 
POUNDED  ANNUALLY  FOR  THE 
NUMBER  OF  YEARS  BETWEEN 
APRIL  9,  1974  AND  THE  SALE 
DURING  WHICH  THE  TRANS¬ 
FEROR  OR  A  MEMBER  OF  HIS 
FAMILY  OR  FAMILY  FARMING 
CORPORATION  ACTUALLY 
FARMED  THE  LAND. 


PROCEEDS  OF  DISPOSITION 

Proceeds  of  disposition  means: 

(e)  THE  GROSS  SALE  PRICE  PLUS  ANY 
OTHER  CONSIDERATIONS  RE¬ 
CEIVED  IN  THE  DISPOSAL  OF  THE 
LAND 

or 

WHEN  THE  SALE  TAKES  PLACE 
UNDER  THE  TERMS  OF  AN  OP¬ 
TION,  THE  SALE  PRICE  PLUS 
THE  VALUE  OF  ANY  CONSIDER¬ 
ATION  RECEIVED  BY  THE 
TRANSFEROR  FOR  GRANTING 
THE  OPTION 

or 

THE  FAIR  MARKET  VALUE  OF 
THE  LAND  WHEN 

1.  THE  TRANSACTION  IS 
NOT  AT  ARMS  LENGTH 

or 

2.  THE  SALE  IS  TO  A  COR¬ 
PORATION  IN  RETURN 
FOR  SHARES 


3.  THE  SALE  IS  TO  AN 
ORGANIZATION,  PART¬ 
NERSHIP,  ETC.,  OR  TO  A 
CORPORATION  WITH¬ 
OUT  SHARE  CAPITAL  IN 
RETURN  FOR  MEMBER¬ 
SHIP 

or 

4.  THE  LAND  IS  TRANS¬ 
FERRED  AS  A  GIFT 

NOTE:  There  are  no  proceeds  of  dis¬ 
position  when  property  is  transferred 
under  a  will  or  intestacy. 


DISPOSITION 

Disposition  means: 

1.  A  SALE  OR  TRANSFER  OF  THE 
BENEFICIAL  INTEREST  IN  LAND 

or 

2.  THE  SALE,  TRANSFER  OR  ASSIGN¬ 
MENT  OF  AN  OPTION  PROVIDING 
FOR  THE  ACQUISITION  OF  LAND 

or 

3.  THE  TRANSFER  OF  LAND  TO  COM¬ 
PLY  WITH  THE  TERMS  OF  AN  OP¬ 
TION  WHICH  HAS  BEEN  EXERCISED 

or 

4.  THE  ENTERING  INTO  A  LEASE  OR 
SIMILAR  ARRANGEMENT  WHERE 
THE  TERM  OF  THE  LEASE,  INCLUD¬ 
ING  RENEWALS  OR  EXTENSIONS, 
MAY  EXCEED  TEN  YEARS 

or 

5.  THE  SALE,  ASSIGNMENT  OR  TRANS¬ 
FER  OF  THE  RIGHTS  EXERCISABLE 
UNDER  A  LEASE  AS  IN  4. 

or 

6.  ANY  CHANGE  IN  THE  ENTITLEMENT 
TO  LAND  AS  A  RESULT  OF  A  DEATH 

or 

7.  ANY  ACCRETION  TO  THE  BENEFI¬ 
CIAL  INTEREST  IN  LAND  AS  THE  RE¬ 
SULT  OF  A  DEATH 

or 

8.  WHEN  AN  ORGANIZATION,  PART¬ 
NERSHIP,  ETC.  OR  A  CORPORATION 
WITHOUT  SHARE  CAPITAL  HAS  50% 
OR  MORE  OF  ITS  ASSETS  CONSIST¬ 
ING  OF  LAND,  ANY  CHANGE  IN  ITS 
COMPOSITION  SUCH  THAT  THE  EF¬ 
FECT  IS  THAT  CONTROL  OVER 
THE  USE  AND  PROCEEDS  OF  DISPO¬ 
SITION  OF  SUCH  LAND  IS  EXERCIS¬ 
ABLE  BY  A  DIFFERENT  PERSON  OR 
GROUP 


or  or 
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9.  WHEN  A  CORPORATION  HAS  50%  OR 
MORE  OF  ITS  ASSETS  CONSISTING 
OF  LAND,  THE  TRANSFER  OR  AL¬ 
LOTMENT  OF  SHARES  TO  WHICH 
ARE  ATTACHED  50%  OR  MORE  OF 
THE  VOTING  RIGHTS 

or 

10.  AN  AMALGAMATION,  MERGER,  ETC. 
OF  TWO  OR  MORE  CORPORATIONS, 
AT  LEAST  ONE  OF  WHICH  IS  AS  DES¬ 
CRIBED  IN  9,  THE  EFFECT  OF  WHICH 
IS  TO  MAKE  CONTROL  OVER  THE 
USE  AND  PROCEEDS  OF  DISPOSI¬ 
TION  OF  THE  LAND  EXERCISABLE 
BY  A  DIFFERENT  PERSON  OR 
GROUP. 

NOTE:  "Control"  means  exercising  effective 
control  either  directly  or  indirectly  and  either 
through  the  holding  of  shares  of  the  corpora¬ 
tion  or  any  other  corporation  or  through  the 
holding  of  a  significant  portion  of  any  class  of 
shares  of  the  corporation  or  of  the  outstand¬ 
ing  debt  of  the  corporation  or  of  any  share¬ 
holder  or  member  of  the  corporation,  or  in 
any  other  way. 

NOTE  ALSO:  When  situation  9  or  10  occurs 
and  control  thereby  passes  to  a  nonresident 
corporation  as  defined  in  The  Land  Transfer 
Tax  Act  1974,  an  additional  tax  of  20%  of  the 
proceeds  of  disposition  is  levied  over  and 
above  the  tax  of  50%  of  the  taxable  value. 

but  not 

A  TRANSFER  OF  PROPERTY  FOR 
THE  PURPOSE  OF  SECURING  A  LOAN 
OR  DEBT 

nor 

RETURNING  BY  A  CREDITOR  OF 
PROPERTY  THAT  HAD  BEEN  USED 
AS  A  SECURITY  FOR  A  LOAN  OR 
DEBT 

nor 

ANY  CHANGE  IN  LEGAL  OWNERSHIP 
WITHOUT  A  CHANGE  IN  THE  BENE¬ 
FICIAL  OWNERSHIP  OF  LAND 


FIXTURES,  BUILDINGS  AND  STRUC¬ 
TURES  ATTACHED  TO  LAND,  WHETHER 
OR  NOT  OWNED  BY  THE  OWNER  OF  THE 
LAND 

but  not 

"CANADIAN  RESOURCE  PROPERTY"  AS 
DEFINED  IN  THE  INCOME  TAX  ACT 
(CANADA) 

nor 

AN  INTEREST  IN  LAND  HELD  SOLELY 
AS  SECURITY  FOR  INDEBTEDNESS  SE¬ 
CURED  BY  THE  LAND. 


TRANSFEROR 

Transferor  means: 

1.  THE  PERSON  OR  PERSONS  WHO 
MAKE  THE  DISPOSITION  OF  DESIG¬ 
NATED  LAND 

or 

2.  IN  THE  DISPOSITION  OF  LAND  HELD 
IN  TRUST,  THE  PERSON  FOR  WHOSE 
BENEFIT  THE  DESIGNATED  LAND 
OR  THE  PROCEEDS  OF  ITS  DISPOSI¬ 
TION  ARE  TO  BE  HELD 

or 

3.  IF  NO  SUCH  PERSON  AS  IN  2  CAN  BE 
IDENTIFIED,  ALL  BENEFICIARIES 
OF  THE  TRUST 

or 

4.  IN  THE  CASE  OF  A  DEATH,  THE  PER¬ 
SON  WHO  IS  BENEFICIALLY  INTER¬ 
ESTED  IN  THE  LAND  IMMEDIATELY 
AFTER  THE  DISPOSITION  RESULT¬ 
ING  FROM  DEATH 

or 

5.  IN  THE  CASE  OF  CHANGE  OF  COM¬ 
POSITION  OF  A  PARTNERSHIP, 
ORGANIZATION  OR  CORPORATION 
OR  A  MERGER,  THE  PERSON  OR 
PERSONS  WHO  IS  OR  ARE  BENEFI- 
CALLY  INTERESTED  IN  THE  DESIG¬ 
NATED  LAND  PRIOR  TO  THE  DIS¬ 
POSITION. 


DESIGNATED  LAND 

Designated  land  means: 

ALL  LAND  SITUATED  IN  ONTARIO 
and 

EVERY  RIGHT,  ESTATE,  INTEREST, 
TENEMENT  OR  HEREDITAMENT  EXIST¬ 
ING  AT  LAW  OR  IN  EQUITY  IN,  OVER, 
TO,  OR  AFFECTING  LAND  OR  CAPABLE 
OF  BEING  REGISTERED  IN  ANY  LAND 
REGISTRY  OFFICE  IN  ONTARIO 

and 


EXEMPTIONS  AND  EXCEPTIONS 

Exemptions  and  exceptions  means: 

1 .  When  the  land  is  disposed  of  as  a  gift  to  a 
"registered  Canadian  charitable  organiza¬ 
tion"  under  the  Income  Tax  Act  (Cana¬ 
da),  but  not  to  a  trust  which  is  exempt 
from  tax  under  that  Act,  no  tax  is 
payable. 

2.  When  the  land  is  disposed  of  by  a  munici¬ 
pality,  no  tax  is  payable.  This  includes  a 
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district,  regional  or  metropolitan  munici¬ 
pality,  a  local  board  or  an  elementary  or 
secondary  school  board  or  board  of  edu¬ 
cation  in  a  territory  without  municipal 
organization. 

3.  When  the  land  is  owned  by  a  corporation 
50%  or  more  of  whose  assets  consist  of 
designated  land,  and  is  disposed  of  to  its 
shareholders  as  part  of  the  winding  up  or 
dissolution  of  the  corporation,  no  tax  is 
payable.  On  the  first  subsequent  disposi¬ 
tion  of  it  by  the  shareholders  the  adjusted 
value  will  be  computed  as  though  the  cor¬ 
poration  and  the  shareholders  were  the 
same  person. 

4.  When  the  land,  at  the  time  of  disposition, 
is  predominantly  being  used  as  a  tourist 
resort  or  for  commercial  or  industrial  pur¬ 
poses  (not  including  the  rental  of  apart¬ 
ments  as  the  principal  residence  of  the 
lessee); 

and 

when  the  land  contains  buildings  or  other 
improvements  (not  including  costs  attrib¬ 
utable  to  subdividing  and  servicing  the 
land)  that  have  a  value  equal  to  40%  or 
more  of  the  proceeds  of  disposition,  no 
tax  is  payable. 

5.  When  the  land  is  the  principal  residence 
of  the  transferor  and  his  family,  to  the 
extent  that  the  land  does  not  exceed  10 
acres,  no  tax  is  payable.  When  only  part 
of  the  building  is  the  principal  residence, 
the  taxable  value  will  be  pro-rated. 

6.  When  designated  land  that  is  not  the  prin¬ 
cipal  residence  nor  contiguous  to  it,  but 
is  the  transferor's  principal  recreation 
property,  but  not  over  20  acres,  is  dis¬ 
posed  of,  but  not  to  a  nonresident  person 
as  defined  in  The  Land  Transfer  Tax  Act 
1974,  no  tax  is  payable. 

7.  When  the  land  contains  a  building  or 
structure 

(a)  that  the  transferor  has  built 

or 

(b)  that  the  transferor  has  renovated  at 
cost  of  at  least  20%  of  the  fair  mar¬ 
ket  value  at  acquisition  or  on  April  9, 
1974  (value  (a)  above) 

and 

(c)  that  has  a  value  at  disposition  of  at 
least  40%  of  the  proceeds  of  disposi¬ 
tion, 

no  tax  is  payable. 

8.  When  the  land  is  used  by  the  transferor 
and/or  members  of  his  family  or  by  a 
farming  corporation  95%  of  whose  assets 
are  "farming  assets"  under  The  Success¬ 
ion  Duty  Act  and  every  voting  share  of 
which  is  owned  by  the  transferor  or  a 


member  of  his  family,  no  tax  is  payable  if 
the  disposition  is  made  to  a  family 
member  or  the  farming  corporation  for 
the  purpose  of  carrying  on  farming. 

9.  When  the  land  is  taken  under  statutory 
authority  or  sold  to  a  person  by  whom 
notice  to  take  it  under  statutory  author¬ 
ity  was  given,  no  tax  is  payable. 

10.  When  the  land  is  disposed  of  to  Ontario,  a 
Crown  Agency,  a  municipality,  Ontario 
Hydro,  Canada,  or  an  agent  of  Canada,  no 
tax  is  payable. 

11.  When,  prior  to  April  10,  1974  there 
existed  an  agreement  providing  for  the 
disposition  of  the  land  either  at  a  definite 
price  or  based  on  a  valuation  to  be  made 
not  later  than  April  9,  1974,  no  tax  is 
payable. 

12.  When  a  disposition  takes  place 

(a)  of  land  that  had  been  the  transferor's 
permanent  residence  for  five  con¬ 
secutive  years  prior  to  his  ceasing  to 
inhabit  it  as  his  permanent  residence 

and 

(b)  the  transferor  was  65  or  over  when 
he  ceased  to  inhabit  it 

and 

(c)  at  the  time  of  disposition  the  trans¬ 
feror's  principal  residence  is  not 
owned  in  whole  or  in  part  by  him  or 
his  spouse 

it  is  exempt  to  the  extent  that  it  would 
have  been  exempt  under  situation  5  had  it 
still  been  his  permanent  residence. 

13.  "Investment  property"  means  property 
predominantly  rented  to  be  ordinarily  in¬ 
habited  by  the  tenant  as  his  principal  resi¬ 
dence,  except  for  any  part  thereof 
ordinarily  inhabited  by  the  owner  as  his 
principal  residence.  As  well,  the  value  of 
the  buildings  must  be  at  least  40%  of  the 
fair  market  value  of  the  property.  When 
investment  property  has  been  owned  at 
least  3  years,  beginning  on  April  9,  1977, 
and  is  disposed  of,  the  taxable  value  will 
be  reduced  by  30%  plus  10%  for  each 
additional  year  over  3  years  that  it  has 
been  owned  by  the  transferor. 

14.  When  the  transferor  has  subdivided  and 
serviced  the  land  and  entered  into  an 
agreement  with  the  buyer  that  he  (the 
buyer)  will  assume  liability  for  the  tax 
and  will  commence  construction  of  build¬ 
ings  within  9  months  on  at  least  50%  of 
the  building  sites  and  within  18  months 
on  the  rest,  the  tax  becomes  payable  only 
if  the  buyer  fails  to  comply  with  this 
agreement. 

15.  When  the  land  is  leased,  and  the  term  of 
the  lease,  including  extensions  and  re¬ 
newals,  cannot  exceed  30  years,  and 
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when  the  land  will  be  used  for  pre¬ 
dominantly  commercial  or  industrial  pur¬ 
poses,  not  including  the  rental  of  residen¬ 
tial  accommodation  as  the  principal 
residence  of  the  lessee,  tax  is  not  payable. 
(Ontario  Regulation  469/74) 


SUMMARY 

SPECULATION  TAX 

^  (e)  -  [(a)  +  (b)  +  (c)  +  (d)] 
2 


For  sale  of  control  to  non  resident  corporations: 

SPECULATION  TAX 

(e)  -  [(a)  +  (b)  +  (c)  +  (d)]  +  1^1 
_  _ 5 

2 

For  sale  of  investment  properties  following  section  20 

SPECULATION  TAX 

_  [(e)— (a)+(b)+(c)+(d)]  [.7— .1  (no.  of  years  over  3)] 

2 - 

In  all  cases,  the  symbol  values  are: 

(a)  =  market  value  at  acquisition 

(b)  =  improvements 

(c)  =  10%  (a)  or  maintenance  costs 

(d)  =  farmland  —  10%  (a)  compounded  annually 

(e)  =  sale  price  □ 


Th*-  Ldnd  St>»'<iildliori 

Td.  Act  1074 


Application  for  a 

Lien  Clearance  Certificate 


O  BASIC  INFORMATION 


PLEASE  PRINT  CLEARLY  THROUGHOUT  THE  APPLICATION 


9  TAX  CALCULATION 


I’Hor.E  t  ns  Of  I 


r  (  !■  ONF  I  IKDH  f  AHM  PROPE  RT  r  USE  SEC 
f  I  value  t'N  Apmi  H  I'l  M  Ilf  ACOUlHr  I, 


O  F  AIM  MAUF  E  T  VALI.'E  on  DATE  OF  DEATH 

Q  FAIR  MARh  F  T  VALUE  ON  DATE  Of  ACQUISITION 


i  IN  4  ONLT  I 
IN  DM  HEFORE 


1 1ST  OF  IMPHOVI  ME  NTS  SIN'  f  APRIL  0  1 'f  74  OH  L  A  TE  H  OA  T  E  O  F  ACQUISITION 


(INTH  PL  HlOn  AFTER 


I  ■5  19?4  OR  LATER  DATE  Of  ACQUISITION 


1  MAIN  It  NANI  I 


COSTS  Of  OlSPC'SITION 


TOTAL  COSTS 


f  OH  F  AHM  PROPE  HTy  ONLY 
A  ADJUSTED  VALUE  IChECE  ONEi 
U  f  AIR  MAffF  f  T  VAlUr  ON  APH 


f  ARM  PHOf'F  R  T  > 


I  1A7<JII(  ACQUIRED  UN  OR  REf  ORE 


flHEU  BY  THI  transferor  AFTER 


FARM  PROPERTY  ADJUSTMENT 


C  COST  OF  IMPROVEMENT’.  SINCE  APRIL  9  1974  OH  I  ATCH  DATE  <>F  ACQUISITION 


O  FOR  EACH  I?  MONTH  PERIOD  AFTER  APRIL  9  1974  OH  LATER  DATE  OF  ACQUISITION 
THE  LFSSEROF  (LHfc.F  ONE! 

O  10'. ..'O 


NET  MAINTENANCE  COSTS 


F  DISPOSITION 


TOTAI  COSTS 


TOTAL  ADJUST  ED  VA  LUF  ISL'M  OF  I  Tf.  MS  1  J  8.  1  OR  ITEM  4 


ABLE  VALUE  IPROCEEDSLESSAOJUSTEO  VALUE) 


ENCLOSE  lERT 


©  FOR  ESTATE  BENEFICIARIES  ONL  V 


I  NAME  UF  OEf  EASED 


DATE  Of  DEATH 


o  CERTIFICATION 


if  Speculation  Td.  Act  1974  anfi  q. 


.  the  info'matiori  hierc 


SIGNATURE 


o  CERTIFICATE  TO  BE  MAILED  TO 
I  NAME 


TELEPHONE  NO  (PLUSAREACODEI 


t  INI.  ADORFSS 


POSTAL  CODE 


06/74  1  700J 
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Assessing  cottage  properties 
is  no  recreation 


Mr.  Pelletier  began  his  career  in  the  assessment  office  in  June, 
1968  as  a  draftsman.  While  working  as  a  draftsman  he  started  the 
IMA  course  and  was  hired  as  an  assessor  in  March,  1970.  Since  then 
he  has  successfully  completed  the  course  and  has  assessed  all  types 
of  properties.  [Ed.) 


Types  of  Recreational  Properties 

With  more  people  wanting  to  get  away  from  it  all, 
recreational  properties  are  being  sought  after  more  now 
than  ever  before.  The  most  popular  recreational  properties 
are  cottages  which  are  situated  on  the  lakeshore. 

Most  people  use  their  cottage  as  a  summer  retreat;  others 
use  it  in  winter  as  well  for  skidoo  outings.  Still  others  have 
found  that  they  prefer  to  live  on  the  lake  all  year  and  make 
their  cottage  into  a  permanent  residence. 

There  are  other  types  of  recreational  properties,  such  as 
farms,  that  have  been  converted  into  country  retreats. 
There  are  also  hunting  camps  which  are  used  during  hunting 
seasons  only  and  which  are  usually  leased  from  the  govern¬ 
ment.  (Use  of  this  type  of  property  is  being  discontinued 
due  to  government  regulations.) 

The  following  article  deals  only  with  cottage  properties. 


Problems  of  access  to  cottages 

Access  is  a  general  problem  that  faces  all  assessors  who 
value  cottage  properties.  Although  such  properties  are 
located  on  or  off  fairly  good  roads,  there  are  only  two 
seasons  in  which  conditions  are  safe  for  visiting  cottage 
properties.  Spring  run-off  makes  the  roads  next  to  impos¬ 
sible  to  travel  because  they  are  either  muddy,  flooded,  or 
completely  washed  away.  The  assessor  either  has  to  use  a 
skidoo  or  snowshoes,  both  of  which  methods  take  up  much 
valuable  time. 

In  addition,  some  properties  are  located  on  islands  and 
access  can  only  be  made  by  boat.  The  problem  of  safety 
conditions  arises  here  too.  The  assessor  would  have  to  know 
the  lake,  where  the  sand  bars  and  rocks  are  located,  etc. 
Also  weather  conditions  can  become  a  crucial  factor  when 
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assessing  cottage  properties  located  on  islands  and  much 
valuable  time  can  be  taken  up  here  as  well. 

Further  there  are  cottage  properties  which  can  only  be 
visited  by  the  use  of  a  plane.  Although  there  are  very  few  of 
these  types  of  properties,  they  still  have  to  be  assessed. 
Such  cottages  are  most  frequently  located  in  the  northern 
regions  of  the  province. 


identification  of  the  property 

Once  the  assessor  has  gained  access  to  the  grounds  on 
which  the  property  is  located,  there  is  the  matter  of 
identifying  it  to  ensure  that  it  is  indeed  the  correct  prop¬ 
erty. 

Most  cottage  owners  have  their  names  written  on  a  sign 
in  order  to  be  identified  and  this  makes  the  task  easy.  But 
when  there  is  no  sign,  another  possible  method  of  identifi¬ 
cation  is  to  check  the  hydro  meter  number.  Where  there  is 
no  hydro  connected  to  the  cottage,  the  problem  becomes 
difficult.  The  only  alternative  is  to  check  the  description  of 
the  property  location  provided  on  the  appraisal  card.  If  this 
method  is  the  only  one  available,  the  assessor  must  have  a 
map  of  the  area. 

Once  the  cottage  is  identified  to  the  best  of  the  asses¬ 
sor's  knowledge,  he  can  proceed  with  his  interior  inspec¬ 
tion. 


Where  no  one  is  home 

Quite  frequently  there  is  no-one  on  the  premises  when 
the  assessor  makes  his  visit  and  this  presents  another  prob¬ 
lem.  When  this  situation  is  encountered,  the  assessor  will 
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usually  look  through  the  windows.  (You  never  can  tell 
when  someone  is  home!)  He  might  obtain  some  informa¬ 
tion  about  the  cottage  by  asking  neighbouring  cottage 
owners  if  they  have  any  knowledge  or  information  about 
the  cottage  that  will  help  in  the  valuation.  In  some 
instances,  a  neighbour  might  have  a  key  to  the  cottage. 

If  the  information  gathered  is  not  sufficient  to  make  a 
proper  valuation,  the  owner  must  be  contacted  to  set  up  an 
appointment  with  the  assessor  or  the  assessor  should  re¬ 
quest  that  he  complete  an  interior  description  form  and 
return  it  to  the  regional  office. 


Opinion  on  the  valuation  of  cottage  properties 

I  feel  that  the  location  of  the  cottage  plays  a  major  role 
in  the  final  value  of  such  a  property.  In  most  cases,  the 
topography  of  the  land  varies  from  cottage  site  to  cottage 
site,  thus  making  each  site  a  distinct  piece  of  property. 
Consideration  has  generally  been  given  to  topography;  for 
example,  reductions  have  been  made  for  steep  slope, 
gentle  slope,  low  lying  swampy  area,  rugged  shoreline,  etc. 


A  figure  of  10%  might  be  used  to  reduce  the  value  of  the 
land  with  a  steep  rocky  shoreline. 

If  the  market  has  proven  that  the  value  of  a  site  with  a 
steep  rocky  shoreline  is  x  number  of  dollars,  then  it  should 
be  assessed  as  such.  In  cases  where  no  market  data  is  avail¬ 
able  for  a  cottage  property  area,  then  consideration  may  be 
given  to  topographical  circumstances  and  to  location. 

Some  cottage  owners  complain  that  their  assessments  are 
too  high  because  they  do  not  receive  all  the  services 
enjoyed  by  residential  properties.  But  cottages  are  very 
much  in  demand.  The  supply  is  getting  lower  and  con¬ 
sequently  the  market  prices  are  getting  higher. 

Others  feel  that  an  allowance  should  be  made  for  the 
fact  that  they  are  only  using  the  property  for  two  or  three 
months  out  of  the  year.  Perhaps  this  fact  should  be  taken 
into  consideration. 

Then  there  is  the  case  of  accessibility  to  the  cottage 
property.  Some  cottage  owners  feel  allowances  should  be 
made  for  those  properties  with  poor  access. 

But,  in  the  final  analysis,  the  assessment  should  always 
reflect  the  current  price  that  the  property  could  command 
on  the  market.  □ 


Capitalization  of  income 


To  reach  a  value  using  rent, 

For  some  there  is  countless  hours  spent, 
You  now  can  save  a  little  time. 

If  you’ll  digest  this  little  rhyme.... 

Now  once  the  gross  rent  has  been  set. 
Deduct  for  vacancy  and  debt. 

And  if  your  estimate  is  close. 

You  now  will  have  effective  gross. 

From  this  amount  you  take  away, 

'Fhe  things  the  landlord  has  to  pay. 
There’s  heat,  insurance,  taxes,  light. 
Some  maintenance  to  keep  things  bright. 

A  bit  of  money  set  away. 

You’ll  find  you’ll  need  some  rainy  day. 
When  certain  things  no  longer  serve 
You  then  will  have  a  cash  reserve. 

To  property  you  now  have  net. 

And  here  a  value  must  be  set 


For  land,  and  strange  as  it  may  seem 
Now  gets  its  bite  off  income  stream. 

If  what  you’ve  done  to  date  is  fair, 

The  land  must  now  take  out  its  share, 
A  rate  of  interest  must  be  set. 

For  return  to  land  comes  off  the  net. 

A  further  sum  is  needed  here. 

For  buildings  waste  away  1  fear 
A  man  would  be  an  awful  sap 
Not  to  provide  return  of  Cap. 

With  rate  for  risk,  return  of  cap. 

And  net  to  building  in  your  lap. 

You  have  the  tools  you  need,  it  seems 
To  capitalize  the  building  stream. 

A  little  note,  may  save  a  miss, 

Be  sure  to  add  your  land  to  this. 

When  this  is  done  sit  back  and  smile 
You’ve  got  the  problem  beat  by  a  mile. 


HAZEN  BEIMNET, 
Fredericton,  IM.B. 


Reprinted,  with  permission,  from  the  Summer  1968  issue  of  the 
Appraisal  Institute  Magazine,  Appraisal  Institute  of  Canada, 
Winnipeg,  Manitoba.  [Ed.] 
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Use  of  Valuation  File  Data 
by  the  Ministry  of  Housing 


Mr.  Stocking  emigrated  from  England  in  August  1968,  and 
worked  for  Bell  Canada  in  Montreal  as  an  Economist  for  five  years. 
He  has  a  Masters  Degree  in  Economics  from  Reading  University, 
England.  In  his  present  position  as  a  Policy  Development  Advisor  in 
the  Policy  and  Program  Development  Secretariat,  Ministry  of  Hous¬ 
ing,  he  is  involved  in  real  estate  market  analysis  and  forecasts.  [Ed.l 


Introduction 

In  November,  1973,  the  Government  of  Ontario,  con¬ 
cerned  over  rapidly  rising  costs  of  land  and  of  housing, 
created  the  Ministry  of  Housing  with  a  mandate  to  ensure 
an  adequate  housing  supply  at  reasonable  cost  within  a 
sound  planning  framework. 

Although  government  organizations  such  as  Statistics 
Canada  and  Central  Mortgage  and  Housing  Corporation  do 
provide  a  wide  range  of  housing  data,  there  is  a  great  need 
by  the  Ministry  in  carrying  out  its  functions  for  detailed 
statistical  information  on  the  Ontario  real  estate  market. 

The  Valuation  File,  currently  being  set  up  by  the  Assess¬ 
ment  Division,  has  the  potential  of  being  an  important 
source  of  comprehensive  real  estate  data.*  In  this  article, 
two  aspects  of  its  potential  will  be  investigated.  The  first 
section  will  deal  with  the  provision  of  basic  data  require¬ 
ments  and,  in  particular,  with  identifying  areas  where  little 
or  no  data  previously  existed.  The  second  part  will  be  con¬ 
cerned  with  a  discussion  of  the  use  of  the  Valuation  File 
data  as  basic  research  material  that  can  be  used  in  the  form¬ 
ulation  of  policy  objectives  and  in  the  monitoring  and 
evaluation  of  specific  Ministry  of  Housing  programs. 


*  The  release  of  Valuation  File  data  for  use  by  other  government 
ministries  is  contingent  upon  amendments  being  made  to  current 
information  disclosure  policies  outlined  in  Section  78  of  the 
Assessment  Act. 


R.  STOCKING, 
Ministry  of  Housing 


The  Valuation  File  and 
current  data  requirements 

Replacement  housing  data 

There  are  no  data  on  the  number  of  replacements,  com¬ 
pared  to  new  housing,  that  are  incorporated  in  the  housing 
stock.  The  assessment  data  would  be  a  valuable  source  of 
this  information,  as  it  would  identify  all  renovations  taking 
place,  including  any  additional  units  added,  and  the  in¬ 
creased  market  value  of  the  total  property.  Also,  the 
number  of  demolitions  would  be  recorded,  and  any  change 
in  the  status  of  a  building  from  residential  to  commercial  or 
industrial  use. 


Land  data 

At  the  present  moment,  no  comprehensive  land  data 
inventory  exists  in  Ontario.  The  Valuation  File  is  designed 
to  provide  such  an  inventory.  It  is  in  this  area  of  data 
provision  that  there  is  the  greatest  need.  The  Farm  Input 
Sheet  will  provide  total  farm  and  non-farm  acreage  and 
value.  Also,  the  type  of  land  usage  will  be  provided.  The 
Residential  Input  Sheet  will  indicate  the  total  square 
footage  of  each  property  and  also  its  market  value.  The 
information  available  on  land,  combined  from  both  the 
Farm  and  Residential  Input  Sheets,  will  permit  a  tabulation 
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of  raw  land  and  serviced  land  inventories.  The  provision  of 
sales  information  on  farm  land  will  indicate  the  rate  of 
demand  for  agricultural  land  for  residential  and  com¬ 
mercial/industrial  development. 

Housing  stock  data 

Census  data  are  presently  the  only  source  of  information 
on  housing  stock,  and  are  available  only  on  a  decennial 
basis.  The  Valuation  File  will  cover  all  the  physical  aspects 
of  each  individual  property  including  the  land  component. 
For  example,  it  will  identify  the  age  of  the  building,  the 
number  of  rooms,  type  of  construction,  extent  of  deprecia¬ 
tion,  zoning  and  service  facilities.  The  value  of  this  detailed 
information  is  enhanced  by  the  proposed  regular  up-dating 
envisaged  by  the  Assessment  Division. 

Sales  information 

A  special  reference  can  be  made  to  the  sales  information 
that  will  be  provided.  This  information,  reflecting  the  rate 
of  inflation  in  land  and  housing  prices,  is  presently  un¬ 
available  on  a  comprehensive  basis.  It  will  also  indicate  the 
relative  strength  of  current  market  demand,  by  type  of 
dwelling  and  in  total.  Furthermore,  it  will  give  some  overall 
estimates  of  the  level  and  rate  of  mobility,  relative  to  the 
total  population,  on  a  provincial  and  local  area  basis.  This 
would  be  a  considerable  addition  to  current  research  data, 
as  presently  there  are  no  reliable  sources  of  information  on 
mobility. 


The  Valuation  File  and  programs 
of  the  Ministry  of  Housing 

The  variety  of  programs  operating  under  the  Ministry  of 
Housing  can  be  classified  under  five  general  headings; 

—  Home  Ownership  Programs 

—  Rental  Housing  Programs 

—  Community  Oriented  Housing  Programs 

—  Government  action  in  the  area  of  land  assembly  and 
provision  of  service  facilities 

—  Provincial/local  government  liaison  in  the  field  of 
housing  development 

Home  Ownership  programs 

The  financing  for  lot-leased  dwellings  and  condominiums 
under  the  Home  Ownership  Made  Easy  (H.O.M.E.)  Plan  has 
been  assumed  by  the  recently  established  Ontario  Mortgage 
Corporation  involving  a  portfolio  of  $250  million.  In  order 
to  accelerate  the  supply  of  new  housing  affordable  by 
moderate  income  family  groups,  the  Ontario  Housing 
Action  Program  (O.H.A.P.)  was  formed.  Initial  efforts  are 
being  concentrated  in  urban  centres  where  cost  and  supply 
pressures  are  greatest. 

The  data  that  will  be  obtained  from  the  Valuation  File 
will  be  of  considerable  importance  in  the  Ministry  of  Hous¬ 
ing's  efforts  to  effectively  monitor  the  quantitative  impact 
of  these  home  ownership  programs.  Even  more  important, 
the  data  could  be  used  to  identify  which  local  areas  need 
housing  assistance.  Thus,  some  quantitative  research  could 
be  undertaken  to  determine  housing  priorities  on  a  geo¬ 
graphical  basis.  Such  criteria  as  mix  of  housing,  age  of  hous¬ 
ing  stock  and  service  facilities  could  be  closely  related  to 
the  demographic  growth  trends  within  a  given  locality. 

Land  and  building  cost  data  trends  on  a  local  area  basis 
would  lend  considerable  assistance  to  the  planning  and 


evaluation  of  specific  home  ownership  projects  financed  by 
the  Ministry  of  Housing. 

Rental  housing  programs 

The  Assisted  Rental  Housing  Program  provides  accom¬ 
modation  for  the  elderly  and  for  families  on  the  basis  of 
rent-geared-to-income  under  a  number  of  more  specific 
programs.  Funds  have  been  budgeted  to  account  for 
approximately  10,000  units  under  this  major  program  in 
1974. 

The  Rent  Supplement  Program  places  tenants  from  the 
OHC  waiting  list  in  privately  owned  accommodation.  It 
pays  the  difference  between  the  market  rent  and  that  for 
which  the  tenant  is  eligible,  according  to  the  rent-geared- 
to-income  scale.  The  Northern  Ontario  Assisted  Housing 
Program  (N.O.A.H.)  gives  housing  assistance  to  people 
located  in  remote  regions  of  Northern  Ontario,  on  a  rent- 
geared-to-income  basis. 

The  value,  for  these  programs,  of  the  data  on  the  Valua¬ 
tion  File,  would  be  greatly  enhanced  by  cross-reference  to 
the  demographic  and  economic  information  available 
through  the  Standard  Assessment  System.  Thus,  data  on 
families  in  rental  categories  could  be  cross-tabulated  with 
the  physical  standards  of  rental  properties  on  a  geographical 
basis.  Also,  some  quantified  identification  can  be  made  of 
the  demographic  characteristics  of  families  in  socially 
assisted  housing. 

Rental  housing  data  are  virtually  non-existent  at  the 
present  moment.  Comprehensive  coverage  by  the  Valuation 
File  would  provide  the  necessary  research  material  for  an 
in-depth  analysis  of  the  rental  market,  particularly  of  the 
supply  aspects.  Thus,  an  inventory  could  be  established  of 
total  rental  housing  including  rooming  houses  and  the 
facilities  provided  by  each  respective  type  of  rental  estab¬ 
lishment.  It  would  be  possible  to  extrapolate  more  compre¬ 
hensive  vacancy  rate  information  than  that  presently 
available,  which  is  confined  to  establishments  with  six  units 
and  over. 

Community  oriented  housing  programs 

A  major  objective  of  the  Ministry  of  Housing  is  to  en¬ 
courage  the  direct  participation  of  community  groups  and 
municipalities  in  the  production  and  management  of  low- 
cost  housing.  This  is  particularly  important  in  today's  situa¬ 
tion  in  which  the  possibility  of  low  to  moderate  income 
families  owning  their  homes  has  become  extremely  remote. 
The  Community-Sponsored  Housing  Program  offers  assis¬ 
tance  to  non-profit  and  co-operative  housing  groups  which 
may  be  sponsored  by  municipalities,  labour  unions, 
churches,  etc.  Payments  under  the  program  may  constitute 
10%  of  the  value  of  the  housing  project,  or  may  provide 
land  on  a  lease-hold  basis.  The  only  stipulation  is  that  the 
community  sponsored  group  agrees  to  make  available  up  to 
25%  of  its  units  for  rent  to  families  under  the  rent-geared- 
to-income  program. 

The  Integrated  Community  Housing  Program  is  directed 
towards  encouraging  builders  to  supply  accommodation  for 
low  and  moderate-income  families.  This  program  provides 
second  mortgages  at  below  market  rates,  in  return  for 
which  25%  of  the  units  must  be  allocated  to  rent-geared-to- 
income  tenants. 

If  it  were  made  available  to  the  community  groups,  the 
assessment  data  could  provide  a  comprehensive  source  of 
information  in  their  preliminary  feasibility  studies  and  in 
the  establishment  of  an  effective  production  schedule.  The 
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price  information  on  housing  would  enable  them  to  analyse 
the  total  cost  aspects  of  the  project  and  the  optional  hous¬ 
ing  mix  which  would  satisfy  their  social  and  economic 
needs. 

Rental  data  would  permit  the  community  housing-action 
groups  to  determine  how  effectively  they  can  meet  the  re¬ 
quirements  of  the  program  to  qualify  for  financial 
assistance. 

Data  on  the  standard  of  facilities  available  in  the  area 
concerned  would  provide  some  help  in  the  identification  of 
priorities  that  need  to  be  emphasized  within  the  establish¬ 
ment  of  a  production  schedule. 

Government  land  assembly 

Under  the  stress  of  land  and  housing  speculation  and  the 
resulting  rapid  price  escalation,  the  Government  of  Ontario 
has  become  increasingly  involved  in  land  assembly,  with  the 
overall  objectives  of  facilitating  the  Province's  housing  pro¬ 
grams  and  stabilizing  lot  prices. 

The  Valuation  File  data  will  provide  the  Ministry  of 
Housing  with  a  comprehensive  land  inventory  of  the  prov¬ 
ince.  The  benefits  of  such  data  are  far-reaching.  It  will  be  of 
key  assistance  to  the  work  of  the  Ministry's  land  appraisers. 
It  will  give  a  good  indication  of  the  economic  value  of 
available  land  and  will  also  indicate  the  level  of  existing 
market  demand.  Land  price  information  that  will  be  ob¬ 
tained  will  also  prove  to  be  very  valuable  to  the  Ministry  in 
the  purchasing  of  land  for  residential  development. 

Information  about  the  extent  of  service  facilities  on  a 
geographical  basis  will  provide  the  Ministry  with  some 
indication  of  approximate  servicing  needs  and  it  will 
identify  the  major  problem  areas  where  urgent  servicing 
may  be  required.  This  identification  of  areas  where  servic¬ 
ing  is  definitely  needed  would  help  to  facilitate  the  speed¬ 
ing  up  of  the  plan  approval  process  for  residential  sub¬ 
division  development. 

Provincial/local  government  liaison 

Increased  emphasis  has  been  given  to  the  role  of  local 
municipalities  in  the  provision  of  housing  needs.  Several  aid 


programs  have  been  set  up  by  the  Government  of  Ontario 
to  assist  local  governments  in  developing  appropriate  hous¬ 
ing  policies  and  activities.  The  province  is  providing  tax- 
stabilization  grants  and  interest-free  loans  for  infra¬ 
structure  requirements  to  the  municipalities  in  the  Housing 
Action  areas. 

The  Ontario  Home  Renewal  Program  provides  funds  for 
the  municipalities  to  allocate  to  eligible  individuals  seeking 
to  renovate  their  homes. 

Policy  Development  Grants  are  available  to  the  munici¬ 
palities  to  prepare  local  housing  policy  reports  which  would 
include  specific  housing  goals. 

The  Valuation  File  Data  will  provide  important  land  and 
housing  information  on  all  the  local  municipalities.  This 
will  facilitate  a  thorough  evaluation  of  local  housing  reports 
prepared  by  the  municipalities  in  terms  of  the  identification 
of  housing  needs  and  the  extent  of  technical  assistance 
required.  The  usefulness  of  the  Valuation  File  would  be 
considerably  increased  by  comparability  with  Census  data 
on  a  consistent  geographical  basis. 

An  important  aspect  of  the  Valuation  File's  coverage  of 
recent  transactions  is  that  it  v^^ill  permit  the  Ministry  of 
Housing  to  closely  monitor  and  evaluate  the  impact  of 
specific  government  policies,  such  as  the  Land  Speculation 
and  Land  Transfer  Taxes. 


Summary 

As  the  Valuation  File  is  still  in  the  process  of  early  devel¬ 
opment,  some  of  the  suggested  applications  of  the  data  are 
subject  to  practical  problems  that  would  likely  arise  in  pos¬ 
sible  attempts  to  establish  cross-tabulations  with  other  data 
sources  and  also  in  the  regular  up-dating  of  the  File.  How¬ 
ever,  these  difficulties  are  not  insurmountable,  and  it  will 
be  important  for  concerned  management  in  the  Ministry  of 
Housing  and  the  Ministry  of  Revenue  to  establish  a  high 
level  of  co-operation  in  order  to  achieve  the  greatest  utiliza¬ 
tion  of  this  potential  source  of  comprehensive  real  estate 
data.  □ 
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Aspects  interviews 

MR.  STEPHEN  BARTLETT 

Vice-l^esident  and  General  Manager  of  Gibson  Willoughby  Real 
Estate  Brokers  in  Toronto. 


Provincial  regulation, 
the  real  estate  market  & 
housing  trends  of  the  future. 


Aspects:  In  the  Ontario  Budget  1974,  the  Treasurer  of 
Ontario  announced  the  introduction  of  the  Land  Specula¬ 
tion  Tax  and  explained  that  its  objectives  are  to  reduce 
escalation  of  land  and  housing  prices  and  to  recover  a  major 
share  of  windfall  gains  from  land  speculation.  Has  the  intro¬ 
duction  of  the  tax  had  an  effect  on  the  real  estate  market? 
If  so,  what  has  the  effect  been? 

Mr.  Bartlett:  The  Land  Speculation  Tax  has  created  a 
great  deal  of  uncertainty  in  the  real  estate  field  —  uncer¬ 
tainty  as  to  the  administration  of  the  Act  and  its  yet  un¬ 
determined  regulations,  and  uncertainty  as  to  how  it  will 
affect  the  attitudes  and  practice  of  real  estate  developers. 
There  is  no  doubt  that  the  introduction  of  the  Act  sig¬ 
nalled  an  abrupt  cessation  in  the  trading  of  purely  specula¬ 
tive  properties.  Also,  partly  because  the  Minister  of  Housing 
was  proclaiming  an  immediate  and  considerable  drop  in 
housing  prices  in  Ontario  (and  to  an  unknown  extent, 
because  of  mortgage  market  conditions),  the  pace  of  real 
estate  activity  has  slowed  considerably.  A  goodly  number 
of  prospective  buyers  are  awaiting  future  developments 
before  committing  themselves. 

While  speculative  land  can  be  bought  for  much  less  than 
at  the  beginning  of  this  year,  there  is  no  evidence  that  there 
will  be  any  decline  in  the  prices  of  developed  properties. 

Aspects:  The  provisions  in  The  Land  Speculation  Tax 
Act  give  government  an  advantage  in  laiid  purchase  trans¬ 
actions.  Will  land  banking  by  government  alter  the  current 
market  situation? 


Mr.  Bartlett:  Land  banking  by  government  will  not 
alter  the  current  market  situation,  since  vacant  land  does 
not  affect  the  supply  of  housing.  However,  if  governments 
proceed  immediately  to  arrange  for  the  supply  of  services  in 
sufficient  quantity  to  their  land  banks,  there  can  be  little 
doubt  that  within  five  years  or  so  the  supply  of  serviced 
lots  could  be  such  as  to  hold  down  lot  prices.  However,  if 
one  were  to  consider  the  Malvern  lands  in  Scarborough*  as 
an  example  of  government  land  banking,  it  might  be  just  as 
well  for  the  public  if  the  land  had  never  been  acquired  by 
government. 

Aspects:  In  addition  to  the  Land  Speculation  Tax,  the 
new  Land  Tratisfer  Tax  increases  the  taxes  on  real  property 
acquired  by  a  nonresident  of  Canada.  Has  this  tax  had  any 
effect  so  far  and  what  do  you  think  will  be  the  long  term 
effects  of  it? 

Mr.  Bartlett:  The  most  noticeable  effect  of  the  Land 
Transfer  Tax  to  date  has  been  to  cause  foreign  real  estate 
investors  to  lose  interest  in  Ontario  properties.  Since  these 
investors  have  infused  the  real  estate  industry  with 
enormous  amounts  of  money  in  the  past,  one  would  have 
to  conclude  that  in  the  absence  of  these  funds,  there  will  be 
a  substantial  decline  in  real  estate  construction.  It  can  also 


*  Malvern  was  a  vacant  land  site  which  was  purchased  by  the  federal 
and  provincial  governments  In  1953  and  1954.  As  of  1972,  the 
Province  owned  the  land  outright  and  began  construction  on  It. 
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be  stated  that  in  general  the  requirements  and  objectives  of 
the  foreign  investor  differed  somewhat  from  those  of  the 
local  investor  and  therefore  certain  kinds  of  properties  may 
be  more  difficult  to  sell  —  apartment  buildings  and  indus¬ 
trial  leasebacks,  for  example.  I  cannot  see  why,  henceforth, 
any  nonresident  would  take  the  risk  of  holding  a  mortgage 
on  an  Ontario  property. 

One  significant  long-term  effect  of  the  Land  Transfer 
Tax  could  be  in  the  way  it  influences  the  location  of  in¬ 
dustry  in  Ontario.  For  example,  the  government  could 
decide  to  exempt  a  foreign-controlled  industry  from  the  tax 
if  it  were  to  locate  in  a  particular  locality,  whereas  if  it  were 
to  locate  elsewhere  it  could  be  allowed  no  relief  from  tax. 

Aspects;  It  seems  clear  that  the  Land  Speculation  Tax, 
coupled  with  high  mortgage  rates  and  tight  money,  have 
had  a  dampening  effect  on  the  level  of  real  estate  activity. 
Do  you  expect  that  the  current  money  shortage  will  con¬ 
tinue  for  some  time? 


Mr.  Bartlett:  Actually  there  is  not  a  shortage  of  money 
—  the  government  printers  in  Ottawa  are  seeing  to  that. 
There  is,  though,  a  shortage  of  money  available  at  rates  that 
most  people  would  care  to  pay,  and  until  these  borrowers 
are  prepared  to  pay  the  interest  rates  that  current  inflation 
rates  indicate,  the  apparent  shortage  of  money  will  con¬ 
tinue  in  effect.  On  the  other  hand,  the  federal  government 
might  decide  that  preseyit  inflationary  pressures  cannot  be 
permitted  to  continue  unchecked,  in  which  eventuality 
money  would  really  become  scarce  and  perhaps  even  more 
expensive. 

Aspects:  Do  you  feel  that  the  supply  of  new  housing 
units  will  keep  up  with  the  Jieeds  of  a  growing  population? 

Mr.  Bartlett:  Only  if  a  substantial  change  of  outlook 
comes  about  on  the  part  of  politicians,  ratepayers  and 
home  purchasers.  Politicians  and  ratepayers,  for  example, 
are  going  to  have  to  be  less  obstructionist.  Present  attitudes 


W.  S.  Wu  photo 


aspects,  no.  15  (summer,  1974) 


page  15 


on  their  part  help  to  ensure  a  shortage  of  housing  and  play 
a  considerable  role  in  increasing  the  prices  of  what  units  are 
eventually  built.  In  too  many  instances,  the  present  bureau¬ 
cratic  set-up  seems  designed  for  the  sole  purpose  of  prevent¬ 
ing  any  hasty  solutions  to  the  housing  shortage. 

House  purchasers  may  have  to  get  used  to  doing  with 
less:  less  living  area,  a  smaller  lot  (or  no  lot  at  all),  less 
privacy,  less  amenities,  etc. 

Aspects:  Over  the  past  few  years,  emphasis  on  govern¬ 
ment  spending  on  transportation  has  shifted  from  the  devel¬ 
opment  of  highways  to  mass  transit  systems.  What  effect 
will  this  .shift  toward  efficient  mass  transit  facilities  have  on 
the  development  of  cities? 

Mr.  Bartlett:  Reluctantly  I  would  have  to  think  that  the 
effect  will  be  less  than  most  people  are  inclined  to  expect. 
The  first  retjuirenient  for  mass  transit  to  be  efficient  is  the 
existence  of  sufficient  density  of  population  in  the  area 
served.  The  Yongc  Street  subway  is  a  good  illustration  of 
how  this  happens  in  practice.  My  own  feeling  is  that  most 
cities  are  too  thinly  spread  out  for  mass  transit  to  be  eco¬ 
nomical  and  our  present  municipal  politicians  are  unequiv¬ 
ocally  opposed  to  the  kind  of  developments  that  are  neces¬ 
sary  for  efficient  mass  transit  facilities. 

The  role  of  the  automobile  commuter  must  also  be 
taken  into  consideration.  The  majority  of  people  prefer  to 
travel  by  automobile  and  to  overcome  their  aversion  to 
mass  transit,  the  facilities  would  have  to  be  unlike  anything 
yet  devised  by  man. 

Aspects:  .45  you  know,  the  provincial  governmeiit  is 
currently  undertaking  a  province-wide  reassessynent  pro- 
graynme  and  by  1976  all  real  estate  m  Ontario  will  be 
assessed  at  ynarket  value.  Do  you  thmk  the  introductioyi  of 
reassessed  values  will  have  ayi  effect  oyi  ynarket  coyiditioyis? 
If  so,  what  type  of  effect  do  you  foresee? 

Mr.  Bartlett:  /  have  always  believed  that  apartyneyyt 
uyiits  are  assessed  yyiuch  higher  proportioyiately  thayi  smgle 
fayyiily  houses.  The  iyitroductioyi  of  reassessed  values  could 
briyig  about  a  decrease  hi  property  taxes  oyi  apartynent  uyiits 
ayid  a  correspoyidmg  increase  hi  taxes  on  single  family 
homes  which  in  turn  would  make  apartments  more  eco¬ 
nomically  attractive  and  houses  less  so.  Certainly  taxes  will 
increase  on  those  properties  having  a  high  land  value  and 
low  building  value  with  the  result  that  there  will  be  a 
powerful  economic  incentive  to  increase  the  building 
density  on  such  lands. 


Aspects:  The  Assessment  Act  defines  market  value  as 
“the  amount  that  the  land  might  be  expected  to  realize  if 
sold  in  the  open  market  by  a  willing  seller  to  a  willing 
buyer.”  What  probleyns,  if  any,  do  you  see  with  this 
definitioyy  ? 

Mr.  Bartlett:  It  is  ofteyi  said  that  no  two  properties  are 
exactly  alike  ayid  while  this  is  an  exaggeration,  there  un¬ 
doubtedly  are  properties  that  because  of  location  and 
desigyi  are  sufficieyytly  uyiique  as  to  cause  problems  in 
estiyyiatiyig  what  the  market  value  ynight  be.  There  will  also 
ividoubtedly  be  localities  where  the  infrequency  of  real 
estate  sales  will  reyider  it  difficult  to  arrive  at  a  market 
value.  Of  particular  mterest  will  be  a  speculative  land 
ynarket  of  the  kmd  that  is  just  a  few  moyiths  behind  us. 
What  is  fair  market  value  of  layid  m  an  area  where  com¬ 
parable  land  doubled  m  price  in  a  period  of  a  year  or  two 
only  to  tumble  in  price  m  a  matter  of  ynonths?  And  what 
happeyis  wheyi  governrneyit  policy  plays  havoc  with  prop¬ 
erty  values  (those  properties  situated  within  the  Parkway 
Belt  for  example)? 

It  is  also  self-evideyit  that  in  certam  rapidly  developing 
areas,  yyiarket  values  will  be  trayisitory  in  nature.  How  ofteyi 
will  the  assessor  have  to  reassess  his  figures  in  order  to 
arrive  at  correct  ynarket  value  in  such  instayices? 

Aspects:  /n  your  opmion,  what  trends  will  be  apparent 
in  the  real  estate  ynarket  for  houses  over  the  next  few 
years? 

Mr.  Bartlett:  It  is  my  opmion  that  houses,  as  a  per- 
ceyitage  of  total  housuig  stock,  will  decrease  from  year  to 
year  ayid  that  since,  across  the  entire  country,  an  ever- 
iyicreasmg  percentage  of  wage-earners  cannot  afford  a  single 
family  house,  builders  will  conceyitrate  oyi  the  kind  of  hous¬ 
ing  that  these  people  can  afford.  Houses  will  become  rela¬ 
tively  more  scarce  and  hence  more  expensive. 

In  the  immediate  future,  I  would  expect  house  prices  to 
remain  at  present  levels  during  the  next  few  months  and 
then  to  increase  in  price  as  a  result  both  of  inflation  and 
demand. 

I  should  also  point  out  that  the  present  policies  of  the 
provincial  and  federal  governments  are  directed  toward  en¬ 
couraging  the  construction  and  ownership  of  cheaper  hous¬ 
ing  and  that  these  policies  will  be  meaningless  when  applied 
to  single  family  houses  in  large  metropolitan  areas.  □ 
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BILL  87:  AN  ACT  TO  AMEND 
THE  ASSESSMENT  ACT 


On  October  18,  1973  the  Honourable  Allan  Grossman, 
then  Minister  of  Revenue,  made  a  Statement  to  the  Legisla¬ 
ture  announcing  the  extension  of  the  freeze  on  assessment 
rolls  until  1976  and  the  reasons  which  made  it  necessary  to 
delay  the  return  of  market  value  reassessment  until  that 
time.  It  was  also  promised  that,  commencing  in  1974, 
assessment  rolls  would  again  be  returned  on  an  annual  basis 
and  notices  of  assessment  would  be  issued  to  all  owners  and 
tenants,  even  though  the  assessed  values  would  remain  at 
the  1970  level.  The  main  thrust  of  the  amendments  con¬ 
tained  in  Bill  87  was  to  implement  government  policy  as 
outlined  in  Mr.  Grossman's  Statement. 

Below  are  some  of  the  major  provisions  contained  in  Bill 
87. 

Section  86  of  The  Assessment  Act  has  been  repealed  and 
the  new  section  86(a)  provides  for  the  annual  return  of  the 
roll,  which  provision  will  come  into  force  on  December  1st, 
1974.  Section  40  is  amended  to  provide  for  the  delivery  of 
assessment  notices  to  all  owners  and  tenants  in  order  to 
ensure  that  owners  and  occupants  are  fully  informed  and 
may  protect  their  own  interests.  This  provision  will  also 
come  into  force  on  December  1st,  1974. 

In  addition,  section  46  is  amended  to  provide  for  the 
return  of  the  assessment  roll  on  the  third  Tuesday  in 
December,  rather  than  on  October  1st.  Because  the  enu¬ 
meration  programme  is  conducted  during  the  early  part  of 
September,  it  was  impossible  under  the  previous  section  to 
incorporate  the  information  obtained  from  the  enumera¬ 
tion  into  the  roll.  By  extending  the  date  of  returning  the 
assessment  roll  to  December,  all  the  information  obtained 
from  the  enumeration,  as  well  as  the  revisions  made  to  the 
polling  lists  by  the  municipal  clerk,  and  revisions  up  to  and 
including  election  day,  will  now  be  incorporated  into  the 
assessment  roll. 

Although  the  values  on  the  new  roll  to  be  returned  in 
December  will  be  the  same  as  those  on  the  1970  roll,  the 
new  section  86  provides  that  the  assessor  may  make  adjust¬ 
ments  to  assessments  if,  in  his  opinion,  they  are  inequitable 
with  respect  to  similar  real  property  in  the  vicinity. 

Further,  the  periods  of  time  within  which  an  appeal  may 
be  made  to  the  Assessment  Review  Court,  County  Judge 
and  Ontario  Municipal  Board  will  be  identical.  Section 
52(3)  is  amended  to  provide  for  an  appeal  period  of  21 
days  to  the  ARC  from  the  date  the  assessment  roll  is  re¬ 
turned  to  the  clerk  of  the  municipality,  or  the  date  the 
assessment  is  deemed  to  be  added  to  the  roll  (supplemen¬ 
tary  assessments).  Previously,  the  period  was  fourteen  days. 
Section  52(14)  is  amended  so  that  an  appellant  has  twenty- 
one  days  from  the  decision  of  the  Assessment  Review  Court 


to  appeal  to  the  County  Judge,  as  opposed  to  the  previous 
fourteen  days.  Appeals  from  the  decision  of  the  County 
Judge  may  be  made  within  twenty-one  days,  as  was  the  case 
previously. 

Section  38(1)  of  the  Act  is  repealed.  The  new  section 
38(1)  provides  that  the  information  notice,  which  was 
delivered  to  the  clerk  of  the  municipality,  of  the  lands  in 
the  municipality  owned  by  the  railroad  will  now  be  for¬ 
warded  to  the  Assessment  Commissioner  and  a  provision 
for  the  valuation  of  railway  land  will  no  longer  be  required 
from  the  railway  company. 

An  amendment  is  also  made  to  section  38(2)  (a)  to  pro¬ 
vide  that  rights  of  way  be  valued  in  accordance  with  the 
value  at  which  lands  in  the  immediate  vicinity  are  assessed, 
rather  than  at  the  average  value  of  land  in  the  locality, 
which  was  previously  the  case. 

The  new  paragraph  17a  of  section  3,  to  be  enforced  on 
January  1st,  1975,  will  carry  out  the  intent  of  section  84 
which  will  be  repealed.  The  intent  was  to  assess  the 
machinery  and  equipment  at  a  graduated  scale  to  20%  and 
then  to  exempt  the  machinery  and  equipment.  Section  84 
was  drafted  in  such  a  way  that  it  would  have  brought  back 
100%  assessment  after  1974.  Thus  this  new  paragraph  was 
required. 

Section  3(19)  is  repealed  and  the  new  section  provides 
that  the  buildings  on  mining  properties  used  to  extract 
minerals  from  the  ground,  which  were  formerly  exempt, 
will  now  be  assessable  and  taxable.  Everything  below  ground 
remains  exempt.  This  section  comes  into  force  on  January 
1st,  1975. 

Section  7(1)  (d)  is  also  repealed.  The  former  wording  in 
this  paragraph  was  such  that  only  concentrators  or  smelters 
of  ore  or  metals  were  liable  to  business  assessment  at  60%. 
This  subsection  is  expanded  to  include  buildings  used  in  the 
extraction  process  that  were  previously  exempt  and  not 
liable  to  business  assessment. 

Sections  42,  43  and  44  are  repealed  and  new  sections  are 
substituted  which  come  into  force  on  December  1st,  1974. 

The  new  section  42  is  consolidated  with  assessment 
notice  and  appeal  provisions  being  removed  and  located  in 
the  new  section  44.  It  also  makes  clear  that  on  an  assess¬ 
ment  omitted  from  the  collector's  roll  for  all  or  part  of  the 
current  and  two  preceeding  years,  the  taxes  are  collectable 
for  all  or  part  of  any  year  or  years  that  the  assessment  was 
omitted. 

For  purposes  of  supplementary  assessment,  the  new  sec¬ 
tion  43  has  expanded  the  changes  which  may  now  be 
reflected  in  the  collector's  roll.  If  an  increase  in  value 
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occurs  which  results  from  the  erection,  alteration,  enlarge¬ 
ment  or  improvement  not  only  of  any  building  but  also  of 
any  fixture  or  portion  thereof  which  has  commenced  to  be 
used,  then  taxes  may  be  collected  on  this  increase  in  value. 

Section  43  provides  further  that  a  municipality  may  now 
collect  twelve  months'  taxes  for  the  current  year  rather 
than  eleven  months'  taxes  as  had  been  the  case  previously. 

The  new  section  44  contains  the  provisions  relating  to 
notice  of  assessment,  appeals,  changes  in  tax  rates  and  dis¬ 
tribution  of  taxes  which  were  contained  in  the  former  sec¬ 
tions  42,  43  and  44. 

The  new  subsection  3  of  section  17  provides  a  new  sys¬ 
tem  of  apportioning  assessed  values  among  tenants  of 


multiple  occupancy  buildings.  This  system  will  allocate  the 
space  occupied  by  tenants  on  the  basis  of  the  relationship 
that  the  fair  market  rent  of  each  tenant's  occupancy  bears 
to  the  total  fair  market  rent  of  the  entire  property. 

Section  33(2)  is  amended  to  provide  for  the  return  of 
information  statements  by  pipeline  companies  to  the 
Assessment  Commissioner  in  October  rather  than  July, 
since  the  assessment  roll  is  now  to  be  returned  in  December 
instead  of  October. 

The  above  changes  only  point  up  the  major  revisions 
provided  by  Bill  87.  There  are  a  number  of  other  provisions 
which  have  not  been  discussed  here.  □ 


LETTERS  TO  THE  EDITOR 


In  the  last  issue  of  Aspects  on  page  28  there  are  refer¬ 
ences  made  to  "woodlot  exemptions". 

If  one  refers  to  Section  3  Subsection  18  of  the  Assess¬ 
ment  Act  it  will  be  found  that  the  exemption  specifically 
refers  to  land  used  for  "forestry  purposes".  In  the  latest 
issue  of  the  Coding  Manual  at  page  32,  reference  is  made  to 
"forestry  lands". 

In  order  to  find  any  reference  in  the  Act  to  "woodlot  or 
woodlands"  you  have  to  turn  to  Section  27  Subsections  7 
and  8.  These  paragraphs  are  a  guide  to  the  assessor  in  the 
valuation  of  these  lands. 

These  terms  "forestry"  and  "woodlot  or  woodlands" 
should  be  used  in  their  proper  context  in  order  to  avoid 
confusion. 


In  the  past  a  great  many  assessors  used  these  terms  as 
synonymous  and  interchangeable  and  created  confusion  for 
themselves  and  others.  Some  would  not  give  an  exemption 
unless  the  treed  area  was  fenced  in  order  to  prevent  live¬ 
stock  from  grazing  in  the  area  because  of  the  confusion. 

Let's  create  a  new  breed  of  assessors  by  making  sure  that 
the  terms  "forestry  lands"  and  "woodlot  or  woodlands"  are 
always  referred  to  in  proper  context. 


L.  A.  Thompson, 

Valuation  Manager, 
Dufferin-Wellington  Regional  Office 


Editor's  reply:  We  are  in  complete  agreement  with  Mr. 

Thompson  and  will  try  to  use  the  correct 
terminology  in  the  future. 
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ASSESSMENT - 

A  MUNICIPAL  VIEWPOINT 


C.  M.  Beckstead 
Treasurer,  Township  of  Nepean 


Only  after  I  agreed  to  prepare  an 
article  on  the  subject  of  assessment 
from  the  municipal  point  of  view  and 
sat  down  to  organize  my  thoughts  into 
written  form,  did  I  realize  the 
difficulty  of  the  task.  After  all,  it 
would  be  easy  to  be  critical  —  easy  to 
point  out  specific  deficiencies  in  the 
present  product  —  even  easy  to  say 
that  the  municipalities  could  do  a 
better  job  of  assessment.  Why  not? 
Don't  property  taxes  account  for  over 
60%  of  total  revenue  in  most  munici¬ 
palities?  Let's  do  it  ourselves!  We 
don't  want  someone  in  Toronto  con¬ 
trolling  something  that  forms  the  base 
for  most  of  our  revenue. 

But  then  I  thought  —  is  criticism 
the  only  approach?  Surely  not.  Why 
not  make  the  assessors  aware  of  our 
problems?  If  we  can  get  some  help  to 
solve  some  of  our  problems,  it  may 
help  them  to  solve  some  of  their  prob¬ 
lems  for  the  person  we  must  never 
forget  —  the  ratepayer. 

In  earlier  days,  some  ten  years  ago, 
municipal  assessment  and  municipal 
taxation  were  under  the  control  of  the 
same  body,  namely  the  municipal 


council.  Generally  speaking,  there  was 
a  close  liaison  between  the  assessor 
and  the  tax  collector  and,  we  are  told, 
properties  and  businesses  were  assessed 
both  efficiently  and  consistently.  In 
1967  the  assessment  function  became 
the  responsibility  of  the  county  but 
nothing  changed,  really.  The  same 
assessors  carried  on  but  now  there  was 
an  inter-municipal  relationship. 

On  January  1,  1969,  the  Regional 
Municipality  of  Ottawa-Carleton  was 
established.  Several  other  regional  and 
district  municipalities  were  formed  in 
the  ensuing  years.  One  of  the  responsi¬ 
bilities  placed  on  the  newly  formed 
region  of  Ottawa-Carleton  in  1969  was 
assessment.  Once  again,  however,  not 
too  much  changed,  although  the 
county  assessor  and  the  city  assessor 
were  now  employed  by  the  same  em¬ 
ployer. 

In  the  following  year,  1970,  assess¬ 
ment  became  a  provincial  responsi¬ 
bility,  again  with  basically  the  same 
assessors  but,  it  seems,  with  some 
slightly  different  goals  —  and  here  I 
speak  of  reassessment. 
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Charles  Mervyn  (Merv.)  Beckstead  is  a 
Registered  Industrial  Accountant.  Prior  to 
joining  Nepean  Township  as  Commissioner 
of  Finance  and  Treasurer  in  1970,  he  was 
Treasurer  of  the  Public  Utilities  Commission 
in  Sault  Ste.  Marie  for  three  years.  In  all,  he 
has  seventeen  (17)  years  experience  in  the 
accounting  and  finance  field. 

The  following  article  will  also  appear  in 
the  Municipal  Monitor  in  the  Fall  of  this 
year.  [Ed.] 


Over  the  years  a  multiplicity  of  as¬ 
sessment  systems  came  into  existence 
in  Ontario.  Each  system  had  its  own 
salient  features  and  each  system 
attempted  to  achieve  equity  in  taxa¬ 
tion.  But  a  problem  existed  in  allocat¬ 
ing  costs  which  were  to  be  shared  by 
several  municipalities,  such  as  regional 
and  education  costs,  and  also  there 
were  inequities  within  the  municipali¬ 
ties  themselves.  Factors  were  devel¬ 
oped  to  equalize  assessment  rolls 
between  municipalities  so  that  shared 
costs  could  be  equitably  distributed. 

The  disparities  in  the  assessments  are 
indicated  by  the  existence  of  the 
factors  themselves.  (The  equalization 
factor  is  no  more  than  a  statistically- 
based  percentage  of  assessed  value  of 
the  municipality  to  the  market  value.) 

In  Ottawa-Carleton  the  equalization 
factor  in  1969  ranged  from  a  high  of 
31  to  a  low  of  12.  In  addition,  as  a 
result  of  some  successful  appeals,  it 
was  found  that  multi-residential  prop¬ 
erties  were  assessed  at  a  higher  per¬ 
centage  of  market  value  than  were 
single-family  residential  properties. 
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I  think  it  may  be  said,  then,  that 
the  municipalities,  generally,  did  not 
do  an  adequate  job  of  assessing  insofar 
as  valuations  were  concerned.  As  a  re¬ 
sult,  the  provincial  government,  wisely 
I  believe,  decided  to  reassess  the  entire 
Province  of  Ontario.  The  target  date 
for  completion  was  1974.  It  goes  with¬ 
out  saying  that  this  task  is  a  tremen¬ 
dous  undertaking  with  inherent  prob¬ 
lems.  I  would  like  to  examine  some  of 
those  problems  from  the  municipal 
viewpoint  as  they  relate  to  Ottawa- 
Carleton  and  offer  my  views  on  some 
solutions. 

The  assessor  has  been  under  con¬ 
stant  pressure  to  keep  up  production 
to  meet  the  completion  date  of  1974. 
Due  to  the  explosion  of  the  real  estate 
market  along  with  inflationary  pres¬ 
sures,  it  was  necessary  to  change  the 
completion  date  of  reassessment  to 
1976.  Presumably  the  valuation  data 
collected  from  1970  to  1973  for  re¬ 
assessment  purposes  is  outdated. 
Those  circumstances  are  beyond  our 
control,  but  what  has  happened  to  our 
assessment  rolls  in  those  years?  The 
product  has  rapidly  deteriorated,  par¬ 
tially  I  believe,  due  to  the  priorities 
placed  on  reassessment.  Some 
examples  of  which  I  speak  are  incom¬ 
plete  and/or  incorrect  property  de¬ 
scriptions,  inaccurate  mailing  addresses 
without  postal  codes,  incorrect  school 
support  data,  omissions  from  the  roll. 


incorrect  codings  on  which  shared 
costs  are  apportioned  between  munici¬ 
palities,  late  section  43  assessments, 
etc. 

Some  results  of  these  deficiencies  in 
the  assessment  roll  on  the  municipality 
may  be  the  following: 

(a)  if  a  property  description  is  in¬ 
complete  or  incorrect,  then  it 
is  impossible  to  issue  a  tax 
certificate  according  to  the 
assessment  roll.  We  receive  in¬ 
numerable  letters  asking  that 
we  use  the  correct  postal 
code.  School  support  has 
been  known  to  change  on  a 
property  from  year  to  year 
when  ownership  or  choice  of 
school  support  has  not.  These 
things  in  particular  are  annoy¬ 
ing  to  the  ratepayer  and,  in 
his  view,  the  fault  of  those 
bumbling  idiots  in  the  munic¬ 
ipal  offices. 

(b)  incorrect  coding  on  assess¬ 
ments  used  to  apportion  costs 
(such  as  a  sewer  area  code) 
causes  one  or  more  munici¬ 
palities  to  bear  a  dispropor¬ 
tionate  burden.  A  number  of 
section  43  assessments  are  ac¬ 
companied  by  section  42  as¬ 
sessments.  This  costs  the  rate¬ 
payer  in  two  ways.  The  taxes 
are  not  collected  as  early  as 
they  could  be.  The  results  are 


that  the  municipality  either 
loses  interest  income  or 
incurs  additional  borrowing 
costs.  In  addition,  the  assess¬ 
ment  is  not  equalized  to  ap¬ 
portion  shared  costs  and, 
accordingly,  shifts  a  dispro¬ 
portionate  share  of  those 
costs  to  the  other  municipali¬ 
ties  sharing  in  them. 

Since  no  problem  is  insoluble,  how 
can  we  cure  our  ailing  assessment 
rolls?  Earlier  I  said  we  should  make 
the  assessors  aware  of  some  of  our 
problems  which  I  think  has  been  done 
to  a  small  degree,  and  offer  some  assis¬ 
tance  toward  solutions. 

I  believe  the  solution  is  to  return 
the  assessment  function  to  the  local 
level.  The  Province  can  maintain  con¬ 
trol  over  valuations  on  an  audit  basis. 
The  present  methods  can  be  main¬ 
tained  and  checks  can  be  carried  out 
on  a  test  basis. 

During  this  time,  the  provincial 
assessor  will  be  able  to  complete  his 
job  of  reassessment  and  provide  a 
standard  assessment  procedure  that 
the  municipality  must  follow.  In  the 
meantime,  we  in  the  municipality  will 
be  our  own  record  keepers  —  we  will 
be  responsible  for  address  changes;  we 
will  be  responsible  for  school  support 
data;  we  will  be  responsible  for  timely 
assessing  and  mostly  we  will  be 
responsible  to  our  ratepayers.  □ 


Response  to  Mr.  Beckstead’s  article 


We  appreciate  all  the  problems 
pointed  out  in  Mr.  Beckstead's  article. 
However,  with  the  amendments  to  The 
Assessment  Act  that  were  enacted  at 
the  last  session  of  the  Legislature  and 
with  the  commencement  of  returning 
annual  assessment  rolls  at  a  later  date, 
all  the  information  generated  from  the 
municipal  enumeration  and  any  revi¬ 
sions  made  up  to  and  including  elec¬ 
tion  day  will  be  included  in  the  new 
rolls. 


In  the  announcement  to  the  Legis¬ 
lature  on  October  18,  1973,  of  the 
delay  of  the  return  of  reassessed  rolls, 
it  was  stated  that  1974  rolls  will  pro¬ 
vide  significant  benefits  to  the  munici¬ 
palities.  In  that  Statement  Mr.  Gross- 
man,  the  then  Minister  of  Revenue, 
said: 

"For  the  first  time,  they  will  re¬ 
ceive  more  complete  rolls,  contain¬ 
ing  information  and  identification 
of  all  assessable  units.  This  will,  in 


many  municipalities,  provide  a 
broadened  taxable  base  and  facili¬ 
tate  tax  billing  procedures.  The  new 
rolls  should  also  alleviate  municipal 
administration  problems  in  the 
clerk's  office." 

This  will  make  the  production  of 
interim  tax  billing  by  the  municipali¬ 
ties  much  more  accurate  and  will  also 
give  them  a  much  better  product  for 
preparing  budgets  and  final  tax  bills. 

□ 
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New  Concepts  in  Appraising 
income  -  producing  reai  estate* 


DR.  WILLIAM  M.  SHENKEL 


Much  of  the  current  appraisal  education  and  even  more 
of  the  appraisal  literature  is  directed  to  a  singular  objective: 
how  to  estimate  market  value. ^  These  efforts  have  led  to 
considerable  refinement  of  the  appraisal  process,  a  process 
that  details  the  numerous  checks  believed  to  improve 
appraisal  accuracy. 

But  two  developments  have  given  us  an  additional  means 
of  evaluating  the  accuracy  of  the  market  value  estimate.  In 
the  first  place,  a  growing  number  of  appraisers  are  changing 
their  appraisal  concepts  and  their  method  of  estimating 
market  value.  This  latter  development  represents  more  of  a 
change  in  appraisal  logic  rather  than  a  change  in  appraisal 
practice.  In  the  second  place,  appraisers  are  utilizing  com¬ 
puters  that  not  only  reduce  calculation  time  but,  more 
significantly,  allow  appraisers  to  use  more  complicated 
analysis.  With  computer  processing,  the  storage  of  income 
for  numerous  properties  enables  the  appraiser  to  derive  con¬ 
clusions  from  previously  unavailable  data.  Moreover, 
appraisers  increasingly  deal  with  companies  and  institutions 
that  deal  in  real  estate  on  a  grand  scale,  permitting  access  to 
mass  data  from  which  important  generalizations  may  be 
drawn. ^ 

The  appraisal  logic 

To  explain  how  some  of  these  new  concepts  have  been 
introduced  into  appraisal  work,  suppose  we  examine  first 
the  capitalization  formula  as  it  is  commonly  presented  in 
textbook  form.  Then  we  may  turn  to  the  same  logic  ex¬ 
pressed  in  functional  form.  It  is  appropriate  then  to  con¬ 
trast  inductive  and  deductive  reasoning.  With  this  pre¬ 
liminary  statement,  the  new  concepts  are  demonstrated 
from  data  taken  from  current  appraisals. 

The  capitalization  formula 

For  the  present  purpose,  only  the  capitalization  formula 
in  perpetuity  will  be  considered  since  introducing  capital¬ 
ization  tables  will  not  change  the  general  premise.  By  focus¬ 


*  Reprinted,  with  permission,  from  the  July/August,  1973  issue  of 
The  Rea!  Estate  Appraiser ,  Society  of  Real  Estate  Appraisers, 
Chicago,  Illinois. 


ing  on  the  more  simple  capitalization  formula,  we  may  see 
relationships  more  clearly. 

First,  it  would  appear  that  the  appraisal  task  would  be 
satisfied  by  using  the  capitalization  formula  in  perpetuity 
or  by  applying  the  present  worth  of  one  per  annum  and  its 
variations  to  income  property.  In  illustration,  the  capitaliza¬ 
tion  formula  in  perpetuity  is  usually  expressed: 

V  =  l/R 

where  V  equals  value,  I  equals  income,  and  R  equals  the 
capitalization  rate.  Thus,  a  net  annual  income  of  $10,000, 
earned  in  perpetuity,  capitalized  at  eight  percent  would 
have  a  market  value  of  $125,000. 

V  =  $10,0007.08  =  $125,000 

Note  that  under  this  rule,  market  value  is  believed  equal 
to  the  discounted  value  of  future  income.  The  formula 
merely  says  that  investors  would  be  willing  to  pay 
$125,000  for  the  perpetual  right  to  an  annual  income  of 
$10,000  assuming  a  discount  rate  of  eight  percent.  Under 
the  present  assumptions  the  investor  would  receive  an  eight 
percent  return  on  an  investment  of  $125,000.  Thus  the 
capitalization  formula  conforms  to  an  identity  equation, 
subject  to  very  little  question,  if  you  accept  the  stated 
assumptions  for  the  data  in  hand. 

While  this  presentation  may  identify  market  value  and 
even  identify  it  with  reasonable  accuracy,  such  a  concept 
offers  little  towards  the  determination  of  market  value,  nor 
does  it  describe  functional  relationships  necessary  to  esti¬ 
mating  market  value.  For  instance,  under  the  income 
approach,  it  is  presumed  that  market  value  represents  the 
present  worth  of  future  income.  Another  way  of  stating  the 
same  proposition  is  to  say  there  is  a  direct,  binary,  positive 
relationship  between  market  value  and  income  such  that 
with  a  given  capitalization  rate,  the  higher  the  income,  the 
higher  the  value,  and  conversely,  the  lower  the  income,  the 
lower  the  value.  Under  the  income  technique,  then,  there  is 
a  presumed  functional  relationship  between  income  and 
value. 

If  there  is  truly  a  functional  relationship  between 
income  and  value,  the  capitalization  formula  is  more 
properly  expressed  as: 

V  =  f(l) 
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where  value  is  a  function  (f)  of  net  income  (I).  Now,  let  us 
return  to  our  former  example  in  which  eight  percent  was 
the  capitalization  rate  used  to  convert  income  to  value.  The 
same  market  value  will  be  found  under  the  same  facts  but 
under  the  valuation  formula  which  expresses  a  functional 
relationship: 

V  =  12.5  ($10,000)  =  $125,000. 

In  other  words,  if  you  accept  an  eight  percent  capitaliza¬ 
tion  rate,  you  may  use  the  reciprocal  of  eight  percent 
(1/.08)  and  say,  in  a  sense,  that  every  time  income  increases 
by  one  dollar,  market  value  increases  by  $12.50.  For  the 
problem  in  hand,  given  a  capitalization  rate  of  eight  per¬ 
cent,  market  value  is  a  direct  functional  relationship  of  net 
income.  The  multiplier  of  12.5  expresses  the  relation 
between  the  change  in  income  and  the  change  in  market 
value. ^ 

8uch  a  formulation  does  more  than  express  an  identity 
of  V  =  l/R.  It  explains  market  value  in  terms  of  net  income 
and  the  relation  between  a  change  in  net  income  and  a 
change  in  market  value. 

The  income  relation 

The  critical  question  in  appraising  income  property  then 
turns  on  finding  the  true  relation  between  net  income  and 
market  value.  For  the  quality  of  income  in  question,  its 
duration,  certainty  and  risk,  suppose  you  adopt  a  six  per¬ 
cent  capitalization  rate.  This  is  another  way  of  saying  that 
in  this  particular  instance  there  is  a  binary  relation  between 
net  income  and  market  value  such  that  a  unit  change  in  net 
income  is  associated  with  a  change  of  the  same  direction  of 
16.67  in  market  value.  Or  to  put  it  differently,  the  relation 
between  net  income  and  market  value  is  such  that  for  every 
increase  (or  decrease)  in  income  of  one  dollar,  market  value 
increases  (or  decreases)  by  $16.67. 

Under  these  simplifying  assumptions  and  given  the  net 
income,  the  primary  task  is  to  find  the  relation  between  net 
income  and  market  value,  i.e.,  the  capitalization  rate  which 
is  converted  to  a  relation  (f). 

Refining  net  income 

8ince  market  value  is  directly  related  to  net  income, 
techniques  to  refine  net  income  will  help  refine  the  market 
value  estimate.  Therefore,  efforts  to  empirically  test  for 
valid  net  incomes  contributes  to  market  value  accuracy.  To 
show  how  net  income  varies  by  apartment  buildings,  the 
records  of  338  apartment  buildings  including  115  low-rise 
apartments  were  subjected  to  expense  and  income  analysis. 
Table  1  lists  the  operating  expense  ratios  of  115  low-rise 
apartments  from  12  to  25  units  in  the  Chicago  metro¬ 
politan  area. 

Though  the  115  buildings  show  a  wide  range  of  operat¬ 
ing  expense  ratios,  some  36.3  percent  of  the  115  buildings 
reveal  ratios  ranging  from  56.0  percent  to  63.9  percent.  The 
median  expense  ratio  of  60.3  percent  is  probably  repre¬ 
sentative  of  this  group  though  further  examination  reveals 
that  ratios  vary  by  age  of  building  and  location.  Expenses 
also  vary  from  this  standard,  as  other  distributions  show, 
according  to  building  condition  and  level  of  tenant  services. 

So  the  main  point  is  this:  the  market  value  estimate 
which  relies  on  net  income  may  be  verified  by  empirical 
data  of  the  market;  variations  from  the  accepted  experience 
of  like  buildings  must  be  explained  for  exceptional  prop¬ 
erties.  The  tabulation  of  expense  ratios  by  categories  substi¬ 
tutes  for  the  subjective  interpretation  of  a  limited  number 
of  buildings.'^ 


$ince  there  tends  to  be  a  concentration  of  operating 
expense  ratios  for  a  given  class  of  apartment  buildings  in  a 
selected  market,  it  may  be  expected  that  gross  income 
multipliers  may  show  a  similar  degree  of  concentration  (3ee 
Table  2).  While  the  gross  income  multipliers  of  Table  2  vary 
widely,  note  that  32.1  percent  of  the  buildings  or  37  of  1 15 
buildings  indicate  gross  income  multipliers  ranging  from  4.9 
to  5.6.  Further  examination  of  these  data  suggests  reasons 
for  these  observed  variations.^  Thus,  for  a  given  type  of 
building  at  a  given  time,  there  is  some  typical,  measurable 
relationship  between  gross  incomes  and  market  value.  The 
next  issue  is  to  test  this  hypothesis  against  income 
appraisals  taken  from  a  common  market  area. 

First,  it  may  be  argued,  and  rightfully  so,  that  income 
properties  are  too  complex  to  be  estimated  in  terms  of  a 
simple  relation  between  income  and  value.  But  note  that  we 
have  assumed  a  given  quality  of  income  and  a  degree  of  risk 
and  other  associated  elements  that  affect  the  capitalization 
rate.  Hence  in  these  given  circumstances,  the  relationship 
has  been  defined. 

The  next  issue  concerns  income  characteristics.  That  is, 
what  determines  income?  What  is  the  function,  or  func¬ 
tions,  that  determine  net  income?  These  answers  may  be 
partially  resolved  by  multiple  regression  analysis.  Multiple 
regression  analysis  considers  more  than  one  factor  that 
explains  net  income. 

For  instance,  it  is  logical  to  assume  that  net  income 
derived  from  an  apartment  building  is  directly  related  to 
location,  the  square  foot  area  of  apartment  units,  the 
number  of  bedrooms  per  apartment,  the  number  of  apart¬ 
ments,  expenses  of  operation,  tenant  services,  age  of  the 
building  and  the  like.  In  fact,  if  net  income  is  a  function  of 
other  property  variables  or  characteristics,  then  why  not 
appraise  income  property  according  to  these  characteristics 
much  as  we  do  for  single  family  dwellings? 

Multiple  Regression  analysis 

To  test  this  proposition,  suppose  we  turn  from  simple 
relations  to  multiple  relations.  Using  multiple  regression 
analysis  of  the  form® 

Y  =  a  bj  (x)i  +  .  .  .  b^(x)^ 

where  Y  equals  value,  a  is  a  constant  term,  b  equals  a  coef¬ 
ficient  and  (x)  represents  a  property  characteristic. 

This  proposition  was  tested  for  48  apartments  with  a 
mean  sales  price  of  $261,000  which  sold  in  Fort  Lauder¬ 
dale,  Florida.  The  multiple  regression  formula  derived  from 
27  variables  revealed  that  16  variables  were  significant  and 
therefore  included  in  the  valuation  formula  as  shown  in 
Table  3.  In  comparing  the  computed  value  and  sale  price,  it 
was  revealed  that  the  computer  formula,  based  on  the  prop¬ 
erty  characteristics  and  multipliers  of  Table  3,  produced 
computed  values  with  an  average  difference  of  5.4  percent 
of  the  sales  price.  Of  the  48  apartments,  only  6  apartment 
buildings  had  computed  values  of  more  than  10  percent  of 
the  sales  price  while  8  buildings  had  computed  values  of  less 
than  1  percent  of  the  sale  price.  Note  that  the  net  income 
for  these  properties  was  unknown,  only  the  gross  income 
was  used  to  estimate  value. 

Now,  if  it  is  true  that  gross  income  is  related  to  individ¬ 
ual  property  characteristics,  is  it  possible  to  accurately 
value  income  property  without  reference  to  either  gross  or 
net  incomes?  For  the  case  at  hand,  gross  income  was 
omitted  as  a  variable  to  predict  market  value  with  the  result 
that  the  computed  values  fell  to  an  average  deviation  of 
10.1  percent  of  the  actual  sale  prices.  8ome  62.6  percent  of 
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the  48  apartment  buildings  had  values  within  10  percent  of 
the  sale  price.  Thus,  it  would  appear  that  we  have  estab¬ 
lished  the  following  relationships: 

1.  Market  value  is  functionally  related  to  net  income 
and  gross  income. 

2.  Gross  incomes  are  directly  related  to  property 
characteristics. 

3.  The  market  value  of  income  property  may  be  calcu¬ 
lated  from  property  characteristics  with  reasonable 
accuracy. 

These  propositions  appear  to  follow  since  gross  and  net 
incomes  are  associated  with  property  characteristics.  The 
problem  is  to  identify  particular  property  characteristics 
that  are  closely  correlated  with  market  value.  If  this 
approach  is  successful,  then  much  of  the  controversy  over 
capitalization  rates  may  be  resolved  in  favor  of  determining 
the  relation  between  market  value  and  property  charac¬ 
teristics  for  income-producing  property. 

The  reasoning  process 

It  is  worthwhile  to  consider  two  types  of  reasoning  com¬ 
monly  employed  in  estimating  market  value.  It  is  fre¬ 
quently  necessary,  for  instance,  to  rely  exclusively  on 


deductive  reasoning.  Under  this  technique,  appraisers  must 
establish  a  general  principle,  say,  the  prevailing  capitaliza¬ 
tion  rate  which  is  applied  to  specific  types  of  properties  in  a 
given  location  at  a  particular  point  in  time.  It  may  be  con¬ 
cluded  from  a  general  search  of  the  market  and  from  a 
general  knowledge  of  financial  transactions  and  local  trends 
that  a  9.5  percent  capitalization  rate  would  be  appropriate 
to  value  a  specific  apartment  building.  Once  this  general 
proposition  has  been  established  for  the  problem  at  hand, 
then  we  have  reasoned  from  a  general  proposition  or  from 
the  general  case  —  9.5  percent  capitalization  rate  —  to  a 
specific  building.  In  this  way,  the  appraiser  reasons  from 
the  general  to  the  specific  case.  This  is  a  form  of  deductive 
reasoning. 

But  increasingly,  we  are  forced  to  use  inductive  reason¬ 
ing,  the  second  alternative.  Under  inductive  reasoning,  we 
must  study  individual  cases  and  reason  from  the  specific 
case  to  the  general  case,  i.e.,  the  prevailing  capitalization 
rate.  The  reasoning  process  proceeds  from  the  individual 
examples  to  the  general  proposition. 

To  illustrate,  let  us  say  that  we  used  the  market  compari¬ 
son  method  to  identify  specific  capitalization  rates  taken 
from  repeated  observations  of  the  market.  From  this 
empirical  knowledge,  it  may  then  be  established  that  in 


Table  1 

Operating  expense  ratios  of 
115  low-rise  apartments  (under  25  units) 


Chicago,  Illinois  (1969  Income  Reports) 


Operating 

Ratios 

Number  of 
Apartments 

Percent  of 

Total 

Number  of 
Buildings 

Percent  of 

Total 

34.0-35.9 

12 

0.4 

1 

0.8 

36.0-37.9 

— 

— 

— 

— 

38.0-39.9 

— 

_ 

— 

— 

40.0-41.9 

24 

0.9 

1 

0.8 

42.0-43.9 

44 

1.8 

2 

1.7 

44.0-45.9 

62 

2.5 

4 

3.4 

46.0-47.9 

48 

1.9 

3 

2.6 

48.0-49.9 

34 

1.3 

2 

1.7 

50.0-51.9 

42 

1.7 

3 

2.6 

52.0-53.9 

72 

2.9 

4 

3.4 

54.0-55.9 

101 

4.1 

5 

4.3 

56.0-57.9 

199 

8.1 

11 

9.5 

58.0-59.9 

540 

22.1 

12 

10.4 

60.0-61.9 

153 

6.2 

8 

6.9 

62.0-63.9 

212 

8.7 

11 

9.5 

64.0-65.9 

121 

4.9 

7 

6.0 

66.0-67.9 

160 

6.5 

8 

6.9 

68.0-69.9 

123 

5.0 

7 

6.0 

70.0-71.9 

86 

3.5 

5 

4.3 

72.0-73.9 

117 

4.8 

6 

5.2 

74.0-75.9 

99 

4.0 

6 

5.2 

Over  75.9 

185 

7.5 

9 

7.8 

Total 

2,435 

98.8 

115 

99.0 
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general  a  9.5  percent  capitalization  rate  should  apply  to  a 
300-unit  apartment  building  currently  under  valuation.  It  is 
reasoned  that  the  capitalization  rate  taken  from  repeated, 
specific  cases  establishes  the  genera!  capitalization  rate 
which  is  then  applied,  say,  to  a  300-unit  apartment 
building. 

The  inductive  reasoning  process  must  be  based  on  eco¬ 
nomic  data,  analysis  of  known  properties  and  their  details. 
Certainly,  this  procedure  in  itself,  applied  to  several  types 
of  appraisal  data,  represents  one  of  the  new  concepts  in 
appraising,  for  in  the  current  appraisal  environment,  it  is 
unlikely  that  complex  appraisals  may  be  completed  accu¬ 
rately  under  deductive  reasoning.  Increasingly,  we  rely 
extensively  on  the  inductive  procedure.  This  point  leads  to 
new  techniques  in  using  inductive  procedures  to  evaluate 
market  value. 


Evaluating  market  value 

Let  us  assume  that  we  are  using  the  inductive  reasoning 
process,  and  let  us  assume  that  there  is  a  measurable  rela¬ 
tionship  between  market  value  and  property  characteristics. 
To  take  apartment  buildings  as  an  illustration,  suppose  we 
proceed  one  step  further  and  assume  that  there  is  some 
measurable  relationship  between  market  value  and 


1 .  financial  variables, 

2.  gross  incomes  and  expenses  reduced  to  per  unit 
values, 

3.  valuation  ratios  per  unit,  and 

4.  property  taxes  relative  to  building  characteristics. 

That  is,  in  a  particular  market  area  for  a  similar  class  of 
buildings  there  are  certain  typical  relationships  between 
mortgages,  incomes,  expenses,  and  market  value.  By  the 
same  token,  there  are  income  and  expense  ratios  normal  to 
the  typical  income  properties.  Similarly,  if  valuation  ele¬ 
ments  are  reduced  to  common  denominators,  typical  values 
are  found  per  square  foot,  room,  and  per  apartment  build¬ 
ing.  Other  standards  may  be  established  for  land-building 
ratios,  gross  income  multipliers,  and  expense  ratios  per  unit 
for  each  building.  Property  taxes,  constituting  the  largest 
single  expense  item,  should  show  some  normal,  common 
relationships  for  the  more  typical  apartment  buildings. 
Computer  routines  may  then  be  introduced  so  that  data  of 
single  buildings  may  be  compared  to  data  for  like  buildings 
similarly  situated. 

if  this  type  of  analysis  is  acceptable,  then  it  is  relevant  to 
test  the  estimate  of  market  value  against  relationships 
common  to  existing  apartment  buildings.  If  for  a  subject 
property,  these  relationships  seem  extraordinary  in  view  of 
known  data  applying  to  other  like  properties,  then  we  may 


Table  2 

Gross  incomes  for 

low-rise  apartments  (under  25  units) 


Chicago,  Illinois  (1969  Income  Reports) 


Gross  Income 
Multiplier 

Number  of 
Apartments 

Percent  of 

Total 

Number  of 
Buildings 

Percent  of 

Total 

1. 6-2.0 

34 

1.3 

2 

1.7 

2.1-2.4 

— 

— 

— 

— 

2.5-2.8 

34 

1.3 

2 

1.7 

2.9-3.2 

119 

4.8 

6 

5.2 

3.3-3.6 

102 

4.1 

4 

3.4 

3.7-4.0 

129 

5.2 

7 

6.0 

4.1 -4.4 

175 

7.1 

11 

9.5 

4. 5-4.8 

152 

6.2 

8 

6.9 

4.9-5.2 

401 

16.4 

22 

19.1 

5.3-5.6 

298 

12.2 

15 

13.0 

5.7-6.0 

144 

5.9 

8 

6.9 

6.1 -6.4 

89 

3.6 

5 

4.3 

6.5-6.8 

445 

18.2 

6 

5.2 

6.9-7.2 

78 

3.2 

5 

4.3 

7.3-7.6 

64 

2.6 

5 

4.3 

7.7-8.0 

_ 

_ 

_ 

— 

8.1 -8.4 

38 

1.5 

2 

1.7 

8.5-8.8 

59 

2.4 

3 

2.6 

8.9-9.2 

26 

1.0 

2 

1.7 

9.3-9.6 

24 

0.9 

1 

0.8 

9.7-10.0 

_ 

_ 

_ 

— 

Over  10.0 

24 

0.9 

1 

0.8 

Total 

2,435 

98.8 

115 

99.1 
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reexamine  expenses,  gross  income,  and  capitalization  rates 
that  are  likely  to  distort  the  market  value  estimate. 

To  illustrate  this  technique  in  more  detail,  let  us  turn  to 
income  data  of  44  apartment  buildings  analyzed  by 
financial  ratios  in  metropolitan  Atlanta.  Since  these  data 
varied  widely  because  of  building  differences,  data  are 
shown  for  a  fairly  typical  apartment  building:  298-unit 
apartment  of  1,370  rooms  totalling  308,136  square  feet. 
The  apartment  building  was  located  on  a  land  area  of 
688,008  square  feet.  Under  a  8.93  percent  overall  capital¬ 
ization  rate,  the  market  value  was  estimated  as  $4,133,980. 
Some  44  apartment  buildings  in  the  Atlanta  market  were 
subjected  to  the  analysis  illustrated  for  this  building.  With 
financial  relationships  established  for  the  44  apartments, 
deviations  from  these  relationships  for  a  given  property 
may  indicate  an  unusual  property  or  incorrect  valuation 
data.  Consequently,  the  ratios  reported  for  this  subject 
property  were  tested  against  experiences  of  the  other  44 
buildings. 

Mortgage  loan  ratios  may  be  expected  to  show  some 
common  relation  to  market  value  for  the  property  in  ques¬ 
tion.  Accordingly,  assuming  a  valid  mortgage,  mortgage 
loan  ratios  may  be  used  to  evaluate  the  market  value 
estimate.  In  this  illustration,  mortgage  loan  ratios  were 
taken  from  the  value  estimated  under  the  income  tech¬ 
nique.  With  a  first  mortgage  of  $3,100,000  and  7.25  per¬ 
cent  interest,  25  years,  the  first  mortgage  loan  ratios  were 
calculated  as  follows: 

Mortgage  Loan  Ratios  (First  Mortgage) 


Loan  to  Value  Ratio . 0.75 

Loan  per  Unit  . $10,402.68 

Loan  per  Room . 2,262.77 

First  Mortgage  as  a  Multiple  of  Gross  Income . 5.02 

Percent  of  Mortgage  Payment  to  Net  Income . 73.94 


These  ratios  standing  alone  have  little  statistical  signifi¬ 
cance.  But  if  it  is  found  locally  that  (1)  first  mortgages 
granted  by  lenders  are  at  a  maximum  of  5.0  times  the  gross 
income,  (2)  that  the  mortgage  payment  to  net  income 
typically  does  not  exceed  75  percent,  and  (3)  that  a  typical 
loan  on  an  apartment  building  amounts  to  $10,000  per 
unit,  then  the  market  value  conforms  to  typical  mortgage- 
value  relationships.  If  these  ratios  do  not  agree  with  these 
local  norms,  it  follows  that  either  the  market  value  or  the 
mortgage  is  "incorrect"  or  non-conforming. 

The  mortgage  loan  itself  may  be  tested  against  the  loan 
per  unit  and  the  loan  per  room  for  that  type  of  construc¬ 
tion.  Given  accepted  ratios  for  this  comparison,  then  the 
first  mortgage  as  a  multiple  of  gross  income,  mortgage  loan 
to  value  ratio,  and  the  percent  of  mortgage  payment  to  net 
income  provide  a  direct  test  of  the  market  value  estimate, 
the  gross  income,  and  the  net  income  estimate.  From  this 
test,  it  may  be  concluded  that  the  market  value  conforms 
to  local  experience,  i.e.,  that  the  capitalization  rate,  gross 
income,  and  expense  ratios  are  normal  to  the  property  in 
question. 

Buppose  this  initial  analysis  casts  suspicion  on  the  gross 
possible  income  and  expense  ratios.  As  a  further  test,  these 
variables  may  be  reduced  to  per  unit  values.  Again,  these 
values  were  compared  to  records  of  43  apartments  in  the 
same  locality.  Income  and  expense  ratios  were  reduced  to 
common  denominators  as  indicated  below: 


Income  and  Expense  Ratios 

Gross  Possible  Income 


Per  Unit . $2,072.21 

Per  Room .  450.74 

Per  3quare  Foot .  2.00 


Table  3 

Multiple  regression  coefficients  relating 
apartment  sales  prices  with  property  characteristics 


12  Units  or  Over 


Item 

Number 

Property 

Characteristic 

Multiplier 

(Coefficient) 

Unit  Value 
(Yes  =  1;  No  =  0) 

1 

(Add  Constant  Value  of  $18,624) 
Elevator 

270,996 

1  or  0 

2 

1 2—24  Units 

-25,982 

1  or  0 

3 

Number  of  Buildings 

8,210 

Actual  Number 

4 

Land  Area 

-.91 

5quare  Feet 

5 

Total  Floor  Area 

3.2 

8quare  Feet 

6 

Number  of  Efficiencies 

6,620 

Actual  Number 

7 

Number  of  1  Bedroom 

689 

Actual  Number 

8 

Number  of  3  Bedroom 

920 

Actual  Number 

9 

Annual  Gross  Possible  Income 

4.2 

In  Dollars 

10 

Utilities  Included 

-76,340 

1  or  0 

11 

Laundry  Room 

31,712 

1  or  0 

12 

Maid  8ervice 

15,073 

1  or  0 

13 

Other  Bervices  Included 

-41,466 

1  or  0 

14 

Other  Recreational  Bervices 

24,682 

1  or  0 

15 

Distance  to  Beach 

-1,433 

In  %  Mile  Units 

16 

Distance  to  Airport 

-27,041 

In  %  Mile  Units 
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Expenses 

Per  Unit . $  729.99 

Per  Room .  158.79 

Per  Square  Foot .  0.71 

Percent  of  Gross  Possible  Income  .  35.23 

Net  Income 

Per  Unit . $1,238.61 

Per  Room .  269.42 

Per  Square  Foot .  1.20 


If  it  is  found  that  the  mortgage  ratios  are  atypical,  then 
the  error  might  lie  in  the  gross  income  expense  and  net 
income  estimates.  Reduced  to  a  per  unit  value,  the  analyst 
can  compare  the  subject  property  to  like  property.  For  a 
given  market,  the  rental  values  will  show  a  central  tendency 
in  relation  to  square  foot,  per  room  or  per  apartment  unit. 
In  the  same  fashion,  expenses  will  show  common  relation¬ 
ships  per  apartment  unit,  per  square  foot,  per  room,  and  as 
a  percent  of  gross  possible  income. 

From  the  data  at  hand,  it  would  appear  that  the  estimate 
of  expenses  and  gross  possible  income  conforms  to  the  local 
market.  Other  apartments  analyzed  as  part  of  this  study, 
showing  incomes  to  $3,600  per  apartment  unit,  could  be 
explained  in  terms  of  higher  quality  construction,  a  more 
convenient  location,  and  additional  tenant  services.  Though 
variations  from  the  standard  may  be  expected,  they  should 
be  explained  and  rationalized  before  market  values,  based 
on  atypical  ratios,  are  accepted. 

Since  the  method  of  capitalization  and  the  selection  of 
the  capitalization  rate  have  a  critical  bearing  on  the  final 
value  estimate,  valuation  ratios  are  also  reduced  to  common 
denominators.  Moreover,  in  this  technique,  judgments  with 
respect  to  the  land  valuation  may  indicate  other  sources  of 
error. 

Valuation  Ratios 


Percent  of  Land  Value  to  Total  Value  .  14.28 

Land  Value 

Per  Unit . $  1,981.26 

Per  Room .  430.96 

Per  Square  Foot .  1.92 

Building  Value 

Per  Unit . $11,891.15 

Per  Room .  2,586.54 

Per  Square  Foot .  11.50 

Land  and  Building  Value 

Per  Unit . $13,872.41 

Per  Room .  3,017.50 

Per  Square  Foot .  13.42 

Gross  Rate  of  Return  (Percent) .  14.94 

Gross  Income  Multiplier  .  6.69 

Overall  Capitalization  Rate  (Percent) .  8.93 


The  percent  of  land  value  to  total  value,  14.28  percent, 
permits  an  evaluation  of  the  land-building  ratio.  Does  the 
property  in  question  show  the  ideal  relationship  between 
land  value  and  building  value?  Other  ratios  listed  in  this 
portion  of  the  report  allow  comparisons  of  the  land  value 
on  a  per  unit  basis  with  other  typical  properties.  Likewise, 


the  building  value  derived  from  the  capitalized  value  and 
reduced  to  a  per  unit  basis  allows  the  appraiser  to  compare 
these  calculated  values  with  the  actual  cost  of  construction. 
To  measure  the  effect  of  possible  distortions  in  the  land¬ 
building  values,  these  ratios  are  also  shown  for  land  and 
building  value  together.  The  gross  rate  of  return  and  the 
gross  income  multiplier  are  then  measured  against  com¬ 
parable  ratios  as  a  further  test  of  the  market  value  estimate. 

At  this  point,  the  appraiser  probably  has  gained  suffi¬ 
cient  data  to  determine  if  the  gross  income  estimate  is 
reasonably  accurate  and  if  the  expense  calculations  con¬ 
form  to  local  experience.  The  valuation  ratios,  assuming 
that  expenses  and  incomes  are  accurately  reported,  provide 
for  a  direct  test  of  the  capitalization  rate.  If  any  set  of  these 
ratios  are  atypical,  then  it  would  appear  advisable  to  revise 
one  of  the  three  variables  that  affect  the  valuation  equa¬ 
tion:  namely,  gross  income,  expenses,  or  the  capitalization 
rate. 

The  question  of  appropriate  property  tax  allowances  is 
especially  significant  to  income  property.  If  it  is  found  that 
property  taxes  are  normal  for  the  property  in  question, 
then  distortion  of  the  assessment  ratios  in  comparison  to 
other  properties  indicates  the  strong  possibility  of  an  in¬ 
accurate  market  value  estimate.  Assessment  ratios  for  the 
apartment  house  in  question  are  identified  below: 


Assessment  Ratios 

Taxes  Paid  Per  Square  Foot 

of  Building  Area  . $  0.16 

Property  Taxes  as  a 

Percent  of  Market  Value  .  1.16 

Property  Taxes  Paid 

Per  Room . $  35.00 

Property  Taxes  Paid 

Per  Apartment . $161.00 

Property  Taxes  as  a 

Percent  of  Gross  Income .  7.77 

Total  Assessed  Value  as  a 

Percent  of  Market  Value  .  34.91 

Land  Assessed  Value  as  a 

Percent  of  Land  Value  .  11.86 

Building  Assessed  Value  as  a 

Percent  of  Building  Value  .  38.76 


These  data  reveal  that  the  property  tax  allowance  is 
reasonable  and  that  property  taxes  are  probably  below  cur¬ 
rent  expenses  of  similar  properties.  Not  only  may  these 
judgments  follow  from  experience  of  like  properties,  but 
they  may  be  compared  to  published  sources  of  apartment 
incomes  and  expenses. 

Note  that  property  taxes  as  a  percent  of  market  value 
are  less  than  three  percent— a  ratio  considered  favorable  for 
the  Atlanta  metropolitan  area.  Property  taxes  as  a  percent 
of  gross  incomes,  7.77  percent,  suggest  a  lag  in  assessments 
and  the  reasonableness  of  the  property  tax  expense  ratio. 
The  total  assessed  value  as  a  percent  of  market  value,  34.91 
percent,  compares  to  the  40  percent  ratio  presumably 
applied  to  all  apartment  house  properties  in  the  Atlanta 
community. 

A  comparison  of  the  land  and  building  assessed  values 
with  the  land  and  building  market  value  estimates  indicates 
the  probable  underassessment  of  land.  Or,  conversely,  if  the 
land  assessment  is  determined  to  be  true,  accurate  and 
equitable,  then  these  more  favorable  ratios  show  that  the 
property  is  probably  undervalued  according  to  the  income 
technique.  This  latter  interpretation  would  call  for  a  review 
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of  income,  expenses,  and  capitalization  rates.  But  in  the 
present  case,  the  assessment  ratios  judged  with  respect  to 
other  ratios  suggests  that  the  market  value  is  probably 
accurate  and  that  the  assessments  are  relatively  low. 

A  similar  tabulation,  taken  from  the  income  appraisal  of 
170  apartment  buildings,  was  summarized  to  establish  local 
standards  for  valuation  purposes  in  Fort  Lauderdale, 
Florida.  The  ratios  are  taken  from  apartment  buildings 
valued  at  more  than  $100,000.  In  certain  instances,  the 
data  included  the  sales  prices  which  were  used  to  establish 
comparable  financial  ratios. 

The  summary  data  of  Table  4  demonstrates  a  measure- 
able  relationship  between  financial  ratios  covering  a  given 
property  type  for  a  local  market  area.  In  calculating  the 
valuation  ratios  for  a  subject  property,  ratios  that  depart 
from  the  standards  reported  in  Table  4  deserve  explanation. 
Note  that  the  gross  income  multiplier  (5.65)  and  the  overall 
capitalization  rate  (12.04  —  2.44)  conform  to  generally 
expected  values  for  apartment  buildings.  The  market  value 
per  apartment  serves  as  a  standard  to  compare  with  local 
construction  costs  since  the  per  apartment  and  square  foot 
values  are  taken  from  the  estimated  market  value,  income 
approach. 

Similarly,  the  gross  possible  income  per  apartment  serves 
as  an  objective  standard  to  estimate  economic  rent.  Gross 
possible  income,  shown  by  a  per  room  and  square  foot 
basis,  accounts  for  differences  in  room  size  and  apartment 
floor  area.  Expenses  expressed  as  a  percent  of  gross  pos¬ 


sible  income  and  per  unit,  per  room  or  per  square  foot  may 
also  serve  as  a  standard  to  judge  individual  properties.  If  the 
property  under  appraisal  does  not  conform  to  these 
standard  ratios,  then  it  may  be  suggested  that  the  appraisal 
data  for  the  subject  property  is  in  error  or  that  data  are 
capitalized  improperly.  If  deviations  are  accepted  from  this 
standard,  then  they  must  be  justified  on  reasonable, 
accepted  appraisal  grounds. 

Property  tax  ratios  vary  according  to  the  market  value 
estimate  or  according  to  changes  in  the  assessed  value.  If 
the  other  ratios  show  that  the  market  value  estimate  is 
reasonably  accurate,  then  the  data  indicate  non-uniform  or 
inequitable  under-  or  over-assessments.  If  assessments  are 
regarded  as  true  and  valid  then  disturbing  property  tax 
assessment  ratios  that  depart  from  the  standards  of  Table  4 
would  reveal  a  distorted  market  value,  giving  further  sup¬ 
port  for  revising  income,  expenses  or  the  capitalization  rate. 

Indeed,  this  approach  utilizing  computer  analysis  and 
intensive  data  interpretation  suggests  that  appraisal  models 
may  be  self-correcting.  For  example,  each  ratio  is  a  func¬ 
tion  of  data  input.  The  next  step  would  be  to  program  the 
computer  to  correct  input  that  clearly  is  in  error  as  indi¬ 
cated  by  extreme  ratios  that  fall  outside  of  accepted  limits. 
Consequently,  it  is  possible  to  simulate  a  tentative  market 
value  before  accepting  a  final  market  value  estimate.^  The 
computer  could  be  instructed  to  follow  a  reiterative  pro¬ 
gram  before  calculating  the  final  market  value.  For  it 
follows  that  if  real  estate  investments  conform  to  some 


Table  4 

Financial  ratios  derived  from  the 
income  appraisal  of  170  apartment  buildings 


Ft.  Lauderdale,  Florida* 


Valuation  Ratios 

Land  Value  per  Square  Foot 

$  1.80 

Building  Value  per  Square  Foot 

12.49 

Market  Value  per  Room 

5,660.90 

Market  Value  per  Apartment 

18,948.29 

Gross  Rate  of  Return 

17.7 

Gross  Income  Multiplier 

5.65 

Overall  Capitalization  Rate 

12.04 

(includes  property  tax  levy  of  $.0244) 

Income  and  Expense  Ratios 

Gross  Possible  Income  per  Apartment 

$  3,354.17 

Gross  Possible  Income  per  Room 

1,002.07 

Gross  Possible  Income  per  Square  Foot 

2.34 

Expenses  per  Apartment 

77.28 

Expenses  per  Unit 

1,073.33 

Expenses  per  Room 

320.66 

Expenses  per  Square  Foot 

0.75 

Expenses  as  a  Percent  of  Gross  Possible  Income 

32.0 

Property  Tax  Assessment  Ratio 

Property  Tax  as  a  Percent  of  Gross  Income 

Property  Tax  per  Square  Foot  of  Building 

Property  Tax  Paid  per  Room 

Property  Tax  Paid  per  Apartment 

$  13.91 

0.32 

139.35 

466.44 

*  Data  are  taken  from  a  seven-page  computer  analysis  applied  to  each  building  prepared  for 
William  Markham,  Broward  County  Assessor,  Fort  Lauderdale,  Florida. 
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orderly,  normal  set  of  relationships  and  if  financial  ratios 
calculated  for  a  specific  property  show  significant  depar¬ 
tures  from  normal  experience,  then  the  computer  could  be 
programmed  to  correct  the  input  to  the  point  that  financial 
ratios  agreed  with  local  experience. 

Conclusion 

The  new  concepts  observed  in  appraisal  practice  center 
(1)  on  the  functional  relationship  between  property 
variables  and  value  and  (2)  on  a  change  in  appraisal  thought 
made  possible  by  advancing  technology.  More  specifically, 
it  is  held  that  appraisers  are  guided  by  a  new  set  of  princi¬ 
ples  which  may  be  summarized  in  eight  points: 

1.  The  general  capitalization  formula  V  =  l/R,  though 
giving  the  correct  answer,  does  little  to  explain  func¬ 
tional  relations.  For  not  only  must  the  appraiser  find 
market  value,  but  he  must  understand  factors  that 
determine  market  value. 

2.  Reformulation  of  the  income  capitalization  formula 
to  V  =  f(l)  shows  that  under  a  given  capitalization 
rate  value  is  a  function  of  net  income.  Net  income,  in 
turn,  follows  from  operating  expenses  and  the  gross 
income  estimate. 

3.  Data  suggest  that  gross  incomes  in  turn,  are  functions 
of  property  characteristics.  Preliminary  studies  show 
that  if  statistical  rules  are  closely  followed,  market 
value  may  be  estimated  from  property  characteristics 
in  much  the  same  way  that  single  family  dwellings  are 
valued. 

4.  The  availability  of  high  speed  computers  enables  the 
appaiser  to  secure  mass  data  relating  to  income  prop¬ 
erties.  Thus,  he  may  generalize  from  records  of  exist¬ 
ing  properties  that  describe  important  valuation 
relationships. 

5.  These  techniques  recommend  inductive  reasoning 
over  deductive  reasoning.  Increasingly,  appraisal  data 
are  supported  by  the  empirical  evidence  of  the 
market  and  less  by  suggestive  interpretations  based 
primarily  on  deductive  reasoning. 

6.  A  significant  element  of  these  new  concepts  relates  to 
the  evaluation  of  the  market  value  estimate  based  on 
an  interpretation  of  normal,  financial  ratios. 

7.  Financial  ratios  taken  from  income  records  of  similar 
properties— and  comparable  in  most  important 
characteristics— allow  the  appraiser  to  evaluate  the 
market  value  from  the  standpoint  of 

mortgage  ratios, 

gross  income  and  expense  ratios, 
valuation  ratios  and 
property  tax  ratios. 

If  the  data  are  sufficiently  valid  to  reveal  normal  and 
typical  relationships  with  respect  to  these  financial 
ratios,  then  it  follows  that  we  may  judge  an  individ¬ 


ual  market  value  estimate  from  the  standpoint  of 
accepted  norms,  i.e.,  financial  ratios. 

8.  The  next  step,  once  these  relationships  fall  within 
defined  limits,  is  to  instruct  the  computer  to  change 
invalid  inputs  that  produce  erroneous  ratios.  If,  for 
example,  expense  ratios  are  caused  by  an  atypical 
heating  expense  estimate  or  a  property  tax  estimate 
or  other  documented  expenses,  then  the  computer 
may  automatically  adjust  these  values  to  produce  the 
desired  result:  a  market  value  that  stands  the  test  of 
local  experience  in  the  market. 

Compounding  the  magnitude  of  these  changing  concepts 
in  income  valuation  are  the  many  variations  in  appraisal  and 
cash  flow  analysis  that  question  cherished  assumptions  of 
the  past.  As  a  practical  matter,  the  newer  techniques  of 
valuation  call  for  higher  standards  of  performance  from 
appraisers  and  provide  much  more  information  to  the  in¬ 
vestor  by  reducing  uncertainty  in  the  decision  process.  Such 
a  development  depends  on  understanding  new  concepts  of 
valuation,  gaining  access  to  financial  information,  and 
analyzing  a  series  of  computer  calculations.  □ 


FOOTNOTES 

1.  ".  .  .  appraisal  studies  have  always  tended  to  assume  a  casuistic 
nature  illustrating  .  .  .  the  solutions  of  a  quantity  of  small  prob¬ 
lems  intended  to  aid  the  appraiser  .  .  .”  Giuseppe  Medici,  Prin¬ 
ciples  of  Appraisal  (Ames,  Iowa:  Iowa  State  College  Press: 
1952),  p.  8. 

2.  See  for  example.  Jack  Lessinger,  "Toward  a  New  Method  and 
Theory  of  Appraisal,"  The  Real  Estate  Appraiser,  March  1968, 
pp.  42-48;  Paul  F.  Wendt,  "Recent  Developments  in  Appraisal 
Theory,"  The  Appraisal  Journal,  October  1969,  pp.  485-500, 
and  William  M.  Shenkel  and  Allen  Eidson,  "Comparable  Sales 
Retrieval  Systems,"  The  Appraisal  Journal,  October  1971 , pp. 
540-55. 

3.  For  an  extension  of  simple  regression  to  value  apartment  prop¬ 
erties  by  computer,  see  William  M.  Shenkel,  "Valuation 
Studies,"  International  Property  Assessment  Administration , 
Vol.  2  (Chicago,  Illinois:  International  Association  of  Assessing 
Officers,  1969),  pp.  98-1  15. 

4.  See  for  example  the  annual  report  on  apartment  buildings  pre¬ 
pared  by  Certified  Property  Managers,  Apartment  Building 
Income/Expense  Analysis,  1972  (Chicago,  Illinois:  Institute  of 
Real  Estate  Management,  1972),  144  pp, 

5.  Admittedly  gross  incomes  will  show  some  variations  because 
they  are  derived  from  estimated  values  submitted  by  Certified 
Property  Managers.  To  some  extent,  compensating  errors  and  the 
technical  competence  of  the  investigators  familiar  with  each 
property  tends  to  decrease  errors  from  this  source. 

6.  For  a  more  detailed  treatment  of  multiple  regression  techniques, 
consult  among  others,  William  C.  Pendleton,  "Statistical  Infer¬ 
ence  in  Appraisal  and  Assessment  Procedures,"  The  Appraisal 
Journal,  January  1965,  pp.  73-82;  Edward  F.  Renshaw, 
"Scientific  Appraisal,"  National  Tax  Journal,  December  1958, 
pp.  314-22,  and  Theodore  Reynolds  Smith,  "Multiple  Regression 
and  the  Appraisal  of  Single-Family  Residential  Properties,"  The 
Appraisal  Journal ,  April  1971,  pp.  277-84. 

7.  Richard  U.  Ratcliff,  Valuation  for  Rea!  Estate  Decisions  (Santa 
Cruz,  California;  Democrat  Press,  1972),  p.  244. 
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Two  cases  involving  exemptions 


"Land  of  an  incorporated  charitable  institution  organized  for  the  relief  of  the  poor.  The 
Canadian  Red  Cross  Society,  St.  John  Ambulance  Association,  or  any  similar  incor¬ 
porated  institution  conducted  on  philanthropic  principles  and  not  for  the  purpose  of 
profit  or  gain,  that  is  supported,  in  part  at  least,  by  public  funds,  but  only  when  the  land 
is  owned  by  the  institution,  and  occupied  and  used  for  the  purposes  of  the  institution,"  is 
exempt. 

The  Assessment  Act  R.S.O.  1970,  c  32 
section  3,  para.  12 


Exemptions  under  section  3,  para¬ 
graph  12  and  its  previous  equivalents 
have  resulted  in  a  number  of  interest¬ 
ing  court  decisions.  They  are  interest¬ 
ing  in  the  light  of  the  emphases  and 
interpretations  placed  by  the  courts  on 
the  last  half  of  the  paragraph  begin¬ 
ning  ".  .  .or  any  similar  incorporated 
institution.  .  .  ." 

Two  cases  point  out  the  subtleties 
of  the  courts'  reasonings. 

In  the  first  case,  Ina  Grafton  Homes 
and  Township  of  East  York,  O.R.  1963 
Vol.  2,  540,  the  Court  of  Appeal  up¬ 
held  a  lower  court  decision  that  the 
Ina  Grafton  Homes  were  liable  to  taxa¬ 
tion. 

Under  the  conditions  set  down  by 
its  original  letters  patent,  the  Homes 
were  exempted  from  taxation.  The 
purpose  of  the  Homes  was  to  assist 
those  in  "straitened  circumstances" 
and  maintain  a  large  home  for  elderly 
and  needy  women. 

I n  1 942  the  property,  assets  and  en¬ 
dowments  were  transferred  to  the 
United  Church  of  Canada  and  were  to 
be  maintained  as  a  separate  trust. 

At  the  time  of  the  hearing  the 
Homes  received  funds  from  the 
Ontario  Department  of  Welfare. 


The  then  Township  of  East  York 
sought  to  have  the  exemption  with¬ 
drawn  and  the  Homes  subject  to  taxa¬ 
tion  as  the  Township  felt  that  the 
Homes  no  longer  qualified  under  sec¬ 
tion  4,  paragraph  12  (now  section  3, 
paragraph  1 2). 

The  Court  of  Appeal  agreed  and 
ruled  that  although  the  institution  was 
philanthropic  in  nature  it  failed  to 
meet  the  provisions  of  the  statute  on 
three  counts: 

(1)  The  institution  was  not  strict¬ 
ly  organized  for  the  relief  of 
the  poor  because  it  was  limit¬ 
ed  to  ministering  to  the  needs 
of  elderly  women; 

(2)  It  was  not  a  similar  institu¬ 
tion  to  the  Red  Cross  Society 
and  the  St.  John  Ambulance 
Association;  and 

(3)  Section  4,  paragraph  12  (now 
section  3,  paragraph  12)  re¬ 
quired  that  the  lands  be  own¬ 
ed  by  the  institution  claiming 
the  exemption.  This  was  not 
the  case  as  the  United  Church 
of  Canada  owned  the  lands, 
not  Ina  Grafton  Homes,  and 
since  the  Church  was  not  ex¬ 
plicitly  incorporated  to  re¬ 
lieve  the  poor,  the  lands  are 


not  exempt  under  this  para¬ 
graph. 

In  the  second  case,  Mennonite 
Home  Association  of  York  County  v. 
Stouffville,  1970  2  O.R.  753,  the 

Supreme  Court  of  Canada  was  some¬ 
what  more  broad  in  its  interpretation 
of  section  4,  paragraph  12.  The  Court 
granted  exemption  on  the  grounds 
that  the  Home  was  essentially  similar 
to  a  charitable  institution  organized 
for  the  relief  of  the  poor.  In  this  case, 
the  Home  was  in  part  supported  by 
public  funds  (from  a  government 
source  in  this  case),  and  the  Home 
owned  and  occupied  the  lands  for  the 
sole  purpose  of  the  institution's  work. 
The  Court  said  it  was  proper  to  look  at 
all  three  of  the  specifically  mentioned 
categories  of  institutions  in  section  3, 
paragraph  12  and  not  just  The  Red 
Cross  or  the  St.  John  Ambulance  to 
determine  whether  the  association  is 
similar.  The  conflicts  between  the  Ina 
Grafton  Homes  decision  and  the  Men¬ 
nonite  Home  decision  are  clear.  Once 
again,  it  demonstrates  the  fact  that  the 
Courts  themselves  are  not  consistent  in 
their  interpretations,  a  fact  which  in¬ 
creases  the  challenge  for  the  assessor. 

The  above  cases  are  summarized  in 
the  Assessment  Case  Digest.  □ 
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In  the  last  two  issues  of  Aspects,  an  article  has  appeared 
on  the  Valuation  File  and  the  progress  being  made  in  creat¬ 
ing  it.  This  article  attempts  to  bring  Aspects  readers  up  to 
date  on  the  progress  of  the  File  since  the  last  issue  went  to 
press. 

Muskoka  and  Grey  initial  computerization  (MAGIC) 

The  MAGIC  pilot  project  ended  as  of  June  14th,  1974 
and  lasted  a  total  of  15  weeks.  The  two  main  coding  centers 
were  the  Central  and  Western  Area  offices  and  numerous 
assessors  and  managers  were  trained  in  coding  procedures. 

Training 

The  pilot  project  was  used  to  try  out  various  methods  of 
training  assessors  for  coding.  A  one  day  classroom  training 
course  followed  by  a  half  day  of  coding  of  selected  photo¬ 
copied  appraisal  cards  was  considered  to  be  the  ideal 
method  of  training. 

At  least  two  assessors  and  one  manager  were  trained 
from  each  regional  office. 

Checking  procedure  used  in  MAGIC 

After  a  book  of  appraisal  cards  had  been  translated, 
thirteen  properties  were  selected  at  random  from  the  book 
and  the  corresponding  input  sheets  were  checked  for  errors. 
The  process  of  checking  the  thirteen  properties  is  referred 
to  as  "sample-checking”.  If  no  errors  occurred  from  among 
the  thirteen  properties  selected,  the  book  was  considered  to 
have  been  translated  correctly  and  the  corresponding  forms 
were  forwarded  for  O.C.R.  processing. 


If  an  error  did  appear  on  any  of  the  forms  that  corres¬ 
ponded  to  the  thirteen  random  properties  chosen  for  check¬ 
ing,  all  the  properties  in  the  book  were  checked  and  errors 
corrected  on  the  input  sheets.  This  process  of  checking  all 
properties  in  a  book  and  correcting  errors  on  the  forms  is 
referred  to  as  "recoding". 

Errors 

Apart  from  the  error  statistics  shown  below,  a  detailed 
study  was  made  on  the  type  and  frequency  of  errors.  This 
study  revealed  that  the  most  significant  error  was  that  of 
omission,  i.e.  data  available  on  the  appraisal  card  but  not 
translated  onto  the  input  sheets.  This  alone  accounted  for  a 
little  over  50%  of  the  errors.  The  balance  of  errors  were 
values  or  numbers  wrongly  translated  from  the  appraisal 
cards.  Steps  have  been  taken  to  minimize  these  errors  of 
omission  for  the  Main  File  Phase  I. 

It  is  important  to  note  that  use  of  the  wrong  type  of 
pencils  causes  errors  during  O.C.R.  processing.  Mechanical 
(revolving)  pencils  with  FIB  lead  are  ideal  for  coding.  Under 
no  conditions  should  wooden/lead  pencils  be  used  even 
though  they  contain  HB  lead. 

Input  Sheets 

New  input  sheets  have  been  designed  for  use  in  the  Main 
File  Phase  I.  The  addition  of  "flexible  entry  code"  and 
some  other  data  necessitated  redesign  of  the  form.  Also, 
with  the  new  design  the  flow  of  data  elements  has  been 
improved  which  will  help  in  minimizing  errors  of  omission 
mentioned  above. 
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VALUATION  FILE  CODING  STATISTICS 

PERIOD  —  Week  ending  May  24th,  1974  (12  weeks) 

1.  Total  Errors  —  7,582  data  elements 

Total  Data  Elements  Checked—  945,360 
Percentage  of  Errors  —  0.8% 


2.  Properties  Translated 


Residential  and  Seasonal 

-  21,223 

Farm 

1,823 

Vacant  Land 

-  17,444 

TOTAL 

-  40,490 

3.  Man-days 

Percentage 

Translating 

-  796.50 

74.96 

Sample  Checking 

-  104.25 

9.81 

Recoding 

-  161.75 

15.23 

TOTAL 

1062.50 

100.00 

4.  Forms  Sample  Checked 

Percentage 

Forms  Correct 

8,708 

79.50 

Forms  in  Error 

2,245 

20.50 

TOTAL 

10,953 

100.00 

5.  Books  of  Appraisal  Cards  Translated 

Percentage 

Books  Correct 

399 

49.60 

Books  Recoded 

405 

50.40 

TOTAL 

804 

100.00 

6.  Data  Elements 

Total  Elements  Checked 

-  945,360 

Total  Elements  in  Error 

7,582 

Total  Elements  Translated 

-1,214,700 

7.  Forms  Translated 

Percentage 

Total  Forms  Correct 

-  39,943 

89.70 

Total  Forms  in  Error 

4,595 

10.30 

TOTAL 

44,538 

100.00 

8.  Properties  Translated 

Percentage 

Properties  Translated 

Correctly 

-  36,274 

89.60 

Properties  Translated 

In  Error 

4,216 

10.40 

TOTAL  Properties  Translated 

40,490 

100.00 

Phase  II 

The  activities  currently  underway  in  respect  to  Phase  II 
may  be  categorized  under  five  headings: 

(a)  Phase  II  Questionnaire 

(b)  Specific  User  Projects 

(c)  Detailed  Analysis  of  Specific  Property  Types 

(d)  Bibliographic  Center  for  Income  Information 

(e)  Income  Blitz  (Liaison  with  the  Income  Task 
Force) 

Phase  II  Questionnaire 

The  208  page  questionnaire  consisted  of  seven  sections, 
three  of  which  dealt  with  the  income  approach  to  valua¬ 
tion.  Each  section  was  divided  into  three  parts. 

( 1 )  Data  Element  Definition  and  A  vailability 

An  attempt  was  made  to  arrive  at  a  standard 
definition  for  each  data  element  which  will  be 
required  in  a  computerized  approach  to  income 
valuation  and  to  determine  how  much  income  data 
is  currently  available  in  the  regional  offices.  The 
questions  gave  the  regional  offices  a  chance  to 
alter  or  modify  the  definitions  and  to  indicate  how 
much  more  data  should  be  collected.  The 
responses  to  the  last  question  will  be  altered  as  a 
result  of  the  income  blitz  which  is  being  carried  on 
by  the  Field  Services  Branch. 

(2)  Desired  Valuation  File  Capability 

These  questions  served  a  twofold  purpose.  First,  it 
was  possible  to  determine  which  regional  offices 
wanted  just  a  storage  capability,  or  more  complex 
capabilities  such  as  calculations,  research,  analysis, 
etc.  Second,  they  served  to  indicate  some  capabili¬ 
ties  of  the  Valuation  File  of  which  regional  office 
staff  had  not  previously  been  made  aware. 

(3)  General  Questions 

The  questions  were  designed  mostly  to  elicit 
opinions  on  the  potential  utility  of  the  income 
approach,  the  computer.  Form  I,  capitalization 
versus  Gross  Rent  Multipliers,  etc. 

The  questionnaires  were  returned  at  the  end  of  April  and 
now  serve  to  form  much  of  the  basis  of  activity  on  Phase  II 
of  the  Valuation  File. 

Specific  User  Projects 

1.  One  of  the  main  projects  has  been  an  examination  of  the 
apportionment  process. 

The  first  step  was  to  set  up  a  standard  procedure  for 
use  without  a  computer.  This  exercise  raised  a  host  .of 
questions,  particularly  with  regard  to  complex  properties 
such  as  shopping  centers  with  parking  areas,  vacancies 
and  excess  land.  Most  of  these  questions  have  now  been 
resolved. 

The  second  step  is  to  design  a  computerized  version 
of  the  first  step.  Currently  input  and  output  forms  are 
being  designed,  as  well  as  a  computer  programme, 
instruction  manuals,  etc. 

2.  The  second  project  will  be  an  analysis  of  the  data  return¬ 
ed  from  the  income  blitz.  Ultimately  it  is  hoped  that 
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economic  rents  will  be  generated  with  the  aid  of  a  com¬ 
puter.  At  present,  there  is  neither  the  data  nor  the 
computer  capacity  to  do  a  complete  job  on  this.  In  the 
meantime,  some  initial  studies  have  been  made  with  the 
data  provided  by  some  regional  offices.  These  are  dis¬ 
cussed  in  the  following  section. 

Detailed  Analysis 

An  investigation  has  been  made  of  both  the  data  require¬ 
ments  and  the  kinds  of  analysis  needed  for  shopping 
centers,  industrial  plazas,  multi-residential  buildings, 
offices,  and  strip  stores.  As  previously  stated,  this  research 
was  done  on  data  provided  by  several  regional  offices  and 
was  limited  by  the  computer  capacity  available  at  the  time. 

At  the  end  of  June,  there  will  be  access  to  greater 
computer  capacity  and  shortly  thereafter  more  data  should 
be  available  as  a  result  of  the  income  blitz.  The  work  done 
to  the  present  time  has  provided  many  insights  into  both 
the  factors  which  influence  rent  and  the  types  of  analysis  to 
be  performed  on  these  factors. 

Further  research  with  more  data  will  be  needed  to 
confirm  early  hypotheses. 

income  Blitz 

Members  of  the  Standards  Branch  were  involved  in  the 
income  blitz  conducted  by  the  Field  Services  Branch. 
Participation  in  the  blitz  took  two  forms.  First,  consulta¬ 
tion  was  carried  on  with  the  Field  Services  Task  Force 
about  forms  design,  etc.  During  the  blitz  itself,  several 
members  of  the  Standards  Branch  worked  in  regional 
offices  using  Forms  I,  IB  and  2.  This  enabled  them  to  better 
appreciate  the  problems  faced  by  assessors  in  the  field  in 
collecting  income  data. 

Bibliographic  Center 

Members  of  the  Standards  Branch  are  in  the  process  of 
compiling  a  library  containing  as  many  recognized  assess¬ 
ment  and  appraisal  texts  and  journals  as  possible.  They  are 
also  gathering  books  on  statistical  analysis,  computer 
systems  and  so  forth. 

Study  of  multi-residential  properties 

A  multi-residential  study  team  was  established  and  a 
major  research  effort  is  underway.  The  first  stage  consists 
of  flow  charts  developed  to  set  up  a  step  by  step  procedure 
for  providing  a  cost  approach,  an  income  approach  and  a 
market  data  approach  (using  the  gross  income  multiplier) 
on  all  types  of  multi-residential  properties  (i.e.  walk-ups, 
medium  rise,  high  rise).  A  second  set  of  flow  charts  was 
developed  for  costing  rental  row  houses. 

Using  these  flow  charts,  important  data  elements 
emerged  which  will  be  used  in  creating  Phase  II  of  the  main 
Valuation  File.  These  data  elements  were  defined  and  a 
questionnaire  was  developed  which  was  sent,  in  the  Spring, 
to  all  regional  office  Managers  involved  in  multi-residential 
valuation  for  their  comments  and  changes. 

The  returned  questionnaires  are  currently  being 
analyzed.  In  addition,  input  forms  are  being  designed  which 


will  be  used  as  the  intermediate  documents  for  coding 
multi-residential  properties  for  computerization. 

The  study  team  working  in  this  area  of  Phase  II  has  also 
been  working  with  the  Multi-Residential  Task  Force  of  the 
Field  Services  Branch.  They  have  been  visiting  all  the 
regional  offices  for  the  purpose  of  observing  existing  pro¬ 
cedures  for  valuing  multi-residential  properties.  Also,  they 
are  attempting  to  determine  the  best  possible  uses  to  which 
the  computerized  data  bank  can  be  put  in  order  to  facilitate 
analyses  performed  by  regional  office  staff  on  properties  of 
this  type. 

A  study  is  currently  underway,  using  regression  analysis, 
to  determine  the  co-relation  between  such  independent 
variables  as  floor  area,  number  of  suites,  age,  condition,  etc. 
against  gross  income  multipliers  and  sale  prices.  The  ulti¬ 
mate  objective  is  to  develop  an  equation  which  will  be  able 
to  simulate  GIM  estimated  market  value  for  different  multi- 
residential  sub-types  which  have  not  been  placed  on  the 
market. 

Impact  Study 

In  June,  an  interim  report  was  prepared  on  the  basis  of 
the  information  acquired  during  face  to  face  interviews  con¬ 
ducted  in  six  regional  offices  (Lanark-Leeds-Grenville, 
Etobicoke-York,  Halton-Peel,  Niagara,  Essex  and  Algoma) 
early  in  the  year.  This  report  sets  out  some  general  con¬ 
clusions  on  the  impact  of  the  Valuation  File  and  on  geo¬ 
graphical  reorganization  and  has  been  forwarded  to  the 
Steering  Committee  and  the  Executive  Director's  office. 

As  the  mailed-out  questionnaires  were  returned,  one  of 
the  concerns  of  the  Impact  Study  Team  was  to  create  a 
comprehensive  file  of  regional  office  information  in  which 
all  subject  areas  were  identified  for  easy  access  and 
retrieval.  In  effect,  an  "information  bank"  was  established 
from  the  questionnaire  results  which  contains  regional 
statistics,  office  procedures,  etc.  for  reference  in  this  and 
future  studies.  A  description  of  this  file  indexing  system  has 
been  distributed  to  the  Steering  Committee,  the  Executive 
Director,  the  Field  Services  Branch  and  the  Area  Directors 
so  that  they  might  be  aware  of  the  contents  of  the  file  and 
have  access  to  the  information  collected. 

It  was  decided  that  the  best  way  to  present  a  report  of 
all  the  responses  to  the  mailed-out  questionnaires  was  to 
prepare  a  series  of  shorter  reports  concentrating  on  the 
most  timely  issues.  These  reports  included  such  topics  as 
regional  office  schedules  and  workloads,  updating  pro¬ 
cedures  and  workflows  in  regional  offices,  user  require¬ 
ments,  and  the  preparation  of  a  statistical  data  package  for 
each  regional  office.  Once  these  reports  are  prepared,  a 
summary  report  may  follow  which  will  contain  final  con¬ 
clusions  on  the  three  topics  listed  above  and  the  results  of 
further  examination  of  the  questionnaires. 

Report  on  Regional  Office  Schedules  and  Workloads 

This  report  was  prepared  for  the  Steering  Committee 
and  copies  were  sent  to  the  regional  offices.  In  this  report, 
the  Study  Team  itemized  all  the  tasks  and  activities  for 
which  regional  offices  will  be  responsible  over  the  eight 
month  period  from  May  to  December,  1974. 
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The  tasks  reviewed  were:  (a)  commercial/industrial 
enumeration  and  income  analysis;  (b)  data  preparation  for 
Phase  I  properties;  (c)  data  conversion  for  Phase  I  proper¬ 
ties;  (d)the  (regular)  enumeration;  (e)  return  of  the  1974 
roll;  and  (f)  maintenance  operations. 

Each  of  these  activities  was  examined  in  terms  of  time 
allocation  and  staff  involvement,  as  well  as  some  of  the 
problems  that  may  arise  in  performing  these  functions.  On 
the  basis  of  available  data,  statistics  were  prepared  showing 
the  potential  workload  scheduled  for  the  months  of  May 
through  to  December.  These  attempted  to  show  whether  a 
conflict  would  arise  between  the  time  required  for  routine 
office  functions  and  the  time  allotted  to  data  conversion. 
The  statistics  were  further  broken  down  on  a  monthly  basis 
and  bar  charts  were  prepared  to  indicate  the  month(s)  in 
which  the  heaviest  concentration  of  activities  would  occur. 
Generally,  it  was  found  that  the  majority  of  activities  were 
scheduled  to  occur  during  a  three  to  five  month  period 
from  May  to  September.  This  would  vary  according  to 
individual  office  schedules. 


Report  on  Updating  Procedures  and  Workflows 

This  report  was  presented  to  the  Steering  Committee  on 
June  13,  1974  and  copies  were  sent  to  the  regional  offices. 

This  report  is  descriptive  in  nature  and  provides  informa¬ 
tion  on  the  procedures  that  are  presently  being  carried  out 


in  regional  offices  to  maintain  data  on  both  the  Standard 
Assessment  System  (SAS)  File  and  the  appraisal  card  files. 
It  was  expected  that  this  information  would  be  helpful  in 
redesigning  the  existing  methods  to  accommodate  the  up¬ 
date  requirements  of  Phase  I  of  the  Valuation  File.  Each  of 
the  update  functions  was  examined  in  detail  and  included: 

(1)  sales  process 

(2)  supplementals 

(3)  636a's 

(4)  appeals 

(5)  correspondence 

(6)  error  correction 

The  summary  report  will  provide  an  analytical  approach 
to  the  results  obtained  from  this  examination  of  regional 
office  activities. 

Report  on  User  Requirements 

Many  offices  surveyed  in  the  Impact  Study  provided  use¬ 
ful  information  as  to  which  reports  should  be  produced 
from  the  Valuation  File.  Both  Commissioners  and  Valua¬ 
tion  Managers  submitted  their  comments  along  with  various 
examples  of  existing  reports  that  are  in  use. 

The  actual  report  will  summarize  all  the  responses  on 
this  subject  and  present  a  consensus  of  how  regional  per¬ 
sonnel  feel  the  Valuation  File  should  be  employed  to 
produce  management  and  other  types  of  reports.  □ 
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30.  Algoma  —  Mr.  F.  St.  Jules 
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Questions  to  Aspects  are  submitted  by  assessors  to  the  Editor, 
The  Editor  then  submits  each  question  to  a  member  of  the  Assess¬ 
ment  Division  who,  it  is  felt,  would  be  able  to  answer  the  question 
authoritatively.  Since  the  questions  are  generalized,  the  answers 
should  not  be  taken  as  representing  policy  decisions,  which  must  be 
made  on  an  individual  basis.  Your  questions  are  welcome.  (Ed.] 


O,  How  should  I  show  a  mobile  home  park  on  the  assess- 
“  ment  roll? 

,  Every  mobile  home,  whether  or  not  it  is  found  in  a 
•  mobile  home  camp,  should  be  assessed  to  the  owner 
of  the  land  on  which  it  is  found.  This  is  the  conclu¬ 
sion  of  the  Interministerial  Task  Force  on  Assessment 
and  Local  Taxation’s  Report  on  Mobile  Units.  This 
means  that  the  owner  of  the  mobile  home  park  will 
be  liable  to  pay  taxes  on  all  the  homes  in  the  park, 
even  though  he  does  not  own  them.  The  recent 
amendments  to  the  Assessment  Act  in  Bill  87  provide 
that  the  total  value  of  a  property  will  be  apportioned 
amongst  the  occupants  according  to  the  proportion 
of  the  fair  market  rent  obtainable  by  the  whole  prop¬ 
erty  which  is  attributable  to  that  part  occupied  by 
each  one.  Therefore,  for  purposes  of  school  support 
direction,  each  occupant  will  be  listed  separately  as  if 
he  rented  his  home  from  the  owner,  and  the  value 
attributable  to  his  portion  of  the  park  shown. 

O,  I  understand  that  the  question  of  the  assessment  of 
•  railway  right-of-way  is  under  investigation.  Who  is 
performing  the  investigation  and  what  conclusions 
have  been  reached? 

,  This  is  another  area  which  is  being  studied  by  the 
•  Interministrial  Task  Force  on  Assessment  and  Local 
Taxation.  This  task  force  is  made  up  of  two  members 
from  each  of  the  Ministries  of  Revenue  and  Treasury, 
Economics  and  Intergovernmental  Affairs,  and  its 
purpose  is  to  examine  any  areas  of  assessment  and/or 
taxation  in  which  problems  are  being  experienced. 
Besides  mobile  homes  and  railway  right-of-way,  the 
task  force  is  considering  such  questions  as  the  assess¬ 
ment  of  pits  and  quarries  and  cable  television 
companies. 

On  the  issue  of  railway  right-of-way,  a  great 
deal  of  work  has  been  done.  The  problem  is  to  devise 
some  method  of  assessment  of  this  kind  of  railway 
property,  currently  assessable  under  Section  38(1), 
which  would  make  its  assessment  more  equitable  in 
relation  to  other  commercial  and  industrial  property. 

Several  alternative  methods  have  been  tested 
and  rejected.  For  instance,  assessing  railway  right-of- 
way  in  a  similar  manner  to  the  way  pipelines  are 
assessed  under  Section  33  has  been  deemed  to  be 
unworkable  because  it  distributes  railway  assessment 
inequitably  across  the  Province,  and  because  it  was 
found  that  rates  based  on  volume  for  railways  are 
essentially  meaningless  in  practice. 


The  three  railways,  C.N.R.,  C.P.R.  and  O.N.R., 
have  co-operated  by  giving  the  task  force  a  great  deal 
of  information  and  are  being  kept  informed  of  its 
deliberations. 


Q,  What  kind  of  institutions  should  be  considered  to  be 
■  permanent  residences  for  enumeration  purposes? 

,  The  Municipal  Elections  Act  defines  the  “residence” 
*  of  a  person  as  “his  true,  fixed,  permanent  home  or 
lodging  place  to  which  whenever  he  is  absent  he  has 
the  intention  of  returning”.  The  place  where  a  per¬ 
son’s  family  resides  is  his  permanent  residence  unless 
he  takes  up  residence  at  some  other  place  with  the 
intention  of  remaining  there.  And  if  a  person 
occupies  a  room  or  part  of  a  room  as  a  regular  lodger 
or  his  only  permanent  home,  he  is  considered  a  resi¬ 
dent  there.  This  definition  must  be  kept  in  mind  in 
evaluating  the  permanence  of  anyone’s  residence,  but 
definite  policies  have  been  determined  for  the  follow¬ 
ing  institutions: 

1)  Occupants  of  the  following  will  NOT  be 
enumerated: 

a)  General  hospitals 

b)  fails. 

2)  Occupants  of  the  following  WILL  be 
enumerated: 

a)  Public  and  private  homes  for  the 

aged 

b)  Public  and  private  nursing  homes, 

except  those  providing  only  short 
term  accommodation  for  moder¬ 
ately  ill  persons 

c)  Reform  institutions 

d)  Penitentiaries 

e)  Psychiatric  hospitals,  public  and 

private 

f)  Schools  for  the  mentally  handi¬ 

capped 

g)  Armed  forces  barracks, 

h)  University  and  nurses  residences, 

private  boarding  schools,  convents, 
novitiates,  monastaries,  seminaries, 
providing  that  the  respondent  con¬ 
siders  it  to  be  his  permanent  home 

i)  Hotels  (long  term  residents).  □ 
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